
Includes prospectuses for:

Franklin Templeton Variable Insurance Products Trust

Janus Aspen Series

PIMCO Variable Insurance Trust

Scudder Variable Series I

Scudder Variable Series II

This prospectus does not constitute an offer to

sell or a solicitation of an offer to buy securities 

in any state, to any person, to whom it is not

lawful to make such an offer in such a state.

This cover is not part of the prospectus

Farmers®

Variable
Annuity I

Prospectus.

®

May 1, 2005

See Privacy Notice on Next Page. 





Our Privacy Statement

We care about your privacy.  We believe you have a right to
know what we do with the information we gather about you
in connection with the products you seek or have from us.
We also want to assure you that we are safeguarding this
important information.  Our privacy policy is based on the
laws governing privacy and on our own high standards of pro-
tecting privacy.

Brief Summary
• We protect your non-public personal financial

information and your health information

(together called “NPI”).

• We do not sell your NPI.

• We do not share your NPI with companies out-

side of the Zurich family that would use the

information to market their own products or

services.

Detailed Summary
We need NPI about you so that we can determine your insur-
ability and offer products to meet your specific needs at a fair
price.  We collect NPI about you from different sources
including:
• Applications or other forms you complete;

• Telephone calls with you;

• Data we collect when you visit our web sites;

• Third parties that provide NPI to us with your 
authorization;

• Your business dealings with us, our affiliates, 
and others; and

• Consumer reporting agencies; governmental agencies; 
health care providers; and others.

We will share your NPI only with authorized employees,
representatives, affiliates, and trusted third parties whose serv-
ices are required to assure the highest level of service to you.

Examples of third parties include medical exam providers,
third party administrative staff, and reinsurers.  We will not
disclose NPI about you or about other customers or former
customers, except as authorized by law, as described in this pri-
vacy statement or as otherwise communicated to you.

Your financial NPI as well as the financial NPI of other cus-
tomers and former customers may also be shared with finan-
cial institutions, securities broker-dealers, and insurance pro-
ducers, but only in order to make our products and services
available to you.  

We may also share financial NPI about you or about other
customers and former customers within the Zurich family of
companies in order to better serve you and offer you worth-
while products and services.  These affiliates may include: life
insurers; property and casualty insurers; securities broker-
dealers; and insurance producers.

We may disclose NPI about you or about other customers and
former customers in order to service you and to offer you
worthwhile products and services.  Examples include:
• NPI from your application or other forms, such as: your

name; address; social security number; assets; income; and
beneficiaries; 

• NPI about your transactions with us, our affiliates or others,
such as: your policy coverage; premiums; and payment history; 

• Health information; and 

• Information from consumer reporting agencies, such as your
credit history.

Important Note:  Your health NPI and credit history will not be
shared with our affiliates or third parties that would use the infor-
mation to market their own products or services. The law allows us
to share your financial information with our affiliates to market
products or services to you.  You cannot prevent those disclosures.

Disclosures of NPI are also permitted without your authoriza-
tion for some purposes.  These may include:
•  To insurance companies, agents, support organizations, and
others to: perform marketing or services on our behalf; or to
detect or prevent criminal activity, fraud, or material non-dis-
closure in connection with insurance transactions;
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• To an insurance regulatory agency;

• To a law enforcement or other governmental agency pursuant
to law;

• As otherwise permitted or required by law;

• In response to a facially valid administrative or judicial order,
including a subpoena;

• As part of a proposed or consummated sale, transfer, merger,
or consolidation of all or part of the business;

• To an affiliate as described above;

• To a customer or policyowner; or

• To an assignee of a policy under the terms of the assignment.

When state law is more protective of individuals than federal
privacy laws, we will protect your NPI in accordance with state
law, consistent with the requirements of federal preemption.

You have the right to view and correct any NPI we may col-
lect about you.  If you believe any of the information we have
collected about you is wrong, we would welcome your help in
making corrections. Please contact us as shown below if you
wish to view or correct this information.

Please be aware that information obtained from a report
prepared by an insurance support organization may be
retained by the insurance support organization and disclosed
to other persons.

We will protect your NPI.  We will restrict access to your
NPI by maintaining physical, electronic, and procedural safe-
guards.  The only employees who are authorized to access your
NPI are those who need to have it to provide products or serv-
ices to you.

This policy statement may be changed at any time.  We will
notify you if we make any changes in this policy statement
which broaden when we may share your NPI.  

Above all, we value your trust and your confidence in our
ability to manage and protect your NPI.  You have our word
that we will protect your NPI as if it were our own.

If we provide more than one financial product or service to
you, you may receive more than one privacy statement from us.
We do this in order to ensure that you receive a notice of our
privacy practices.

If you have questions or concerns about our privacy policy or
would like a more detailed explanation of our privacy practices,
please contact us through any of the ways listed below.  Please
include your name and policy number when contacting us.

You may request more information by e-mail
Kemper.Team@FarmersInsurance.com or by contacting us at:

Kemper Investors Life Insurance Company
Attention: Privacy Operations
3003 77th Avenue Southeast
Mercer Island, WA 98040

Kemper Investors Life Insurance Company.

Our Privacy Statement continued
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PROSPECTUS
May 1, 2005

FARMERS VARIABLE ANNUITY I
INDIVIDUAL AND GROUP VARIABLE, FIXED, AND

MARKET VALUE ADJUSTED DEFERRED
ANNUITY CONTRACTS

Issued by
KEMPER INVESTORS LIFE INSURANCE COMPANY

Through
KILICO VARIABLE ANNUITY SEPARATE ACCOUNT

Home Office Annuity Contact Center
1400 American Lane Scudder DestinationsSM Service Team
Schaumburg, Illinois 60196 PO Box 19097

Greenville, SC 29602-9097
Phone: 1-800-449-0523 (toll free)

www.kemperinvestors.com 7:30 a.m. to 6:00 p.m. Central Time M-F

This Prospectus describes Variable, Fixed and Market Value Adjusted Deferred Annuity Contracts (the
“Contract”) offered by Kemper Investors Life Insurance Company (“we” or “KILICO”). The Contract is
designed to provide annuity benefits for retirement which may or may not qualify for certain federal tax
advantages. Depending on particular state requirements, the Contracts may be issued on a group or individual
basis. Contracts issued on a group basis are represented by a certificate. Contracts issued on an individual
basis are represented by an individual annuity contract. For purposes of this Prospectus, the term “Contract”
refers both to certificates and to individual annuity contracts. The Contract is currently not being issued.

You may allocate Purchase Payments to one or more of the variable options, or the Fixed Account
Option, or the Market Value Adjustment (“MVA”) option in states where a MVA is authorized. The
availability of the Fixed Account Option and the MVA Option may be restricted in some states. The Contract
currently offers 12 investment options, each of which is a Subaccount of the KILICO Variable Annuity
Separate Account. Currently, you may choose among the following Portfolios:

‰ Franklin Templeton Variable Insurance Products
Trust (Class 2 Shares)
‰ Templeton Developing Markets Securities Fund

‰ Janus Aspen Series (Institutional Shares)
‰ Janus Aspen Forty (formerly Janus Aspen Capital

Appreciation)
‰ PIMCO Variable Insurance Trust

(Administrative Class)
‰ PIMCO Foreign Bond
‰ PIMCO Low Duration

‰ Scudder Variable Series I (Class A Shares)
‰ Scudder Bond
‰ Scudder Growth and Income1

‰ Scudder International
‰ Scudder Money Market

‰ Scudder Variable Series II (Class A Shares)
‰ Scudder Government & Agency Securities
‰ Scudder High Income
‰ Scudder Small Cap Growth
‰ SVS Dreman High Return Equity

1 Effective April 29, 2005, pursuant to shareholder approval, the SVS Focus Value+Growth Portfolio merged into the Scudder Growth
and Income Portfolio.

Subaccounts, Portfolios and Funds may be added or deleted in the future. Contract Values allocated to
any of the Subaccounts vary, reflecting the investment experience of the selected Subaccounts. Contract Values
allocated to the Fixed Account or one or more Guarantee Periods of the Market Value Adjustment Option
accumulate on a fixed basis.

The Contracts are not insured by the FDIC. They are obligations of the issuing insurance company and
are not a deposit of, or guaranteed by, any bank or savings institution and are subject to risks, including
possible loss of principal.

This Prospectus contains important information about the Contracts that you should know before
investing. You should read it before investing and keep it for future reference. We have filed a Statement of
Additional Information (“SAI”) with the Securities and Exchange Commission. The current SAI has the same
date as this Prospectus and is incorporated by reference in this Prospectus. You may obtain a free copy by
contacting the Annuity Contact Center. A table of contents for the SAI appears at the end of this Prospectus.
You may also find this Prospectus and other information about the Separate Account required to be filed with
the Securities and Exchange Commission (“SEC”) at the SEC’s web site at http://www.sec.gov.

The date of this Prospectus is May 1, 2005.

The Securities and Exchange Commission has not approved or disapproved these securities or determined
if this Prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
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DEFINITIONS

The following terms as used in this Prospectus have the indicated meanings:

Accumulated Guarantee Period Value—The sum of your Guarantee Period Values.

Accumulation Period—The period between the Date of Issue of a Contract and the Annuity Date.

Accumulation Unit—A unit of measurement used to determine the value of each Subaccount during the
Accumulation Period.

Annuitant—The person designated to receive or who is actually receiving annuity payments and upon the
continuation of whose life annuity payments involving life contingencies depend.

Annuity Contact Center—The address of our Annuity Contact Center is Scudder DestinationsSM Service
Team, PO Box 19097, Greenville, South Carolina, 29602-9097. The overnight address is: Scudder
DestinationsSM Service Team, 2000 Wade Hampton Boulevard, Greenville, SC 29615-1064. IBM Business
Transformation Outsourcing Insurance Service Corporation is the administrator of the Contract. You can call
the Annuity Contact Center toll-free at 1-800-449-0523.

Annuity Date—The date on which annuity payments are to commence.

Annuity Option—One of several forms in which annuity payments can be made.

Annuity Period—The period starting on the Annuity Date.

Annuity Unit—A unit of measurement used to determine the amount of Variable Annuity payments.

Beneficiary—The person designated to receive any benefits under a Contract upon the death of the
Annuitant or the Owner prior to the Annuity Period.

Company (“we”, “us”, “our”, “KILICO”)—Kemper Investors Life Insurance Company. Our Home
Office is located at 1400 American Lane, Schaumburg, Illinois 60196. For Contract services, you may contact
the Annuity Contact Center at Scudder DestinationsSM Service Team, PO Box 19097, Greenville, South
Carolina, 29602-9097 or 1-800-449-0523.

Contract—A Variable, Fixed and Market Value Adjusted Annuity Contract offered on an individual or
group basis. Contracts issued on a group basis are represented by a certificate. Contracts issued on an
individual basis are represented by an individual annuity contract.

Contract Value—The sum of the values of your Separate Account Contract Value, Accumulated
Guarantee Period Value and Fixed Account Contract Value.

Contract Year—Period between anniversaries of the Contract’s Date of Issue.

Contract Quarter—Periods between quarterly anniversaries of the Contract’s Date of Issue.

Contribution Year—Each one year period following the date a Purchase Payment is made.

Date of Issue—The date on which the first Contract Year commences.

Effective Date—The date that the endorsement to your Contract adding enhancements to the MVA
Option (the “MVA Endorsement”) became effective, which is April 1, 2005.

Fixed Account—The General Account of KILICO to which you may allocate all or a portion of Purchase
Payments or Contract Value. We guarantee a minimum rate of interest on Purchase Payments allocated to the
Fixed Account.
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Fixed Account Contract Value—The value of your Contract interest in the Fixed Account.

Fixed Annuity—An annuity under which we guarantee the amount of each annuity payment; it does not
vary with the investment experience of a Subaccount.

Fund or Funds—Franklin Templeton Variable Insurance Products Trust, Janus Aspen Series, PIMCO
Variable Insurance Trust, Scudder Variable Series I and Scudder Variable Series II, including any Portfolios
thereunder.

General Account—All our assets other than those allocated to any separate account.

Guaranteed Interest Rate—The rate of interest we establish for a given Guarantee Period.

Guarantee Period—The time when an amount is credited with a Guaranteed Interest Rate. Guarantee
Period options may range from one to ten years, at our option.

Guarantee Period Value—The value of your Contract interest in a Guarantee Period is the sum of your:
(1) Purchase Payment allocated or amount transferred to a Guarantee Period; plus (2) interest credited; minus
(3) withdrawals, previously assessed Withdrawal Charges and transfers; and (4) as adjusted for any applicable
Market Value Adjustment previously made.

Home Office—The address of our Home Office is 1400 American Lane, Schaumburg, Illinois 60196.

Market Adjusted Value—A Guarantee Period Value adjusted by the Market Value Adjustment formula on
any date prior to the end of a Guarantee Period.

Market Value Adjustment—An adjustment of values under a Guarantee Period in accordance with the
Market Value Adjustment formula prior to the end of that Guarantee Period. The adjustment reflects the
change in the value of the Guarantee Period Value due to changes in interest rates since the date the Guarantee
Period commenced. The adjustment is computed using the Market Value Adjustment formula stated in the
Contract. Any downward Market Value Adjustment is subject to the MVA Floor described in the MVA
Endorsement issued on April 1, 2005 and described below.

Non-Qualified Plan Contract—A Contract which does not receive favorable tax treatment under Sections
401, 403, 408, 408A or 457 of the Internal Revenue Code.

Owner (“you”, “your”, “yours”)—The person designated in the Contract as having the privileges of
ownership defined in the Contract.

Portfolio—A series of a Fund with its own objective and policies, which represents shares of beneficial
interest in a separate portfolio of securities and other assets. Portfolio is sometimes referred to herein as a
Fund.

Purchase Payments—Amounts paid to us by you or on your behalf.

Qualified Plan Contract—A Contract issued in connection with a retirement plan which receives
favorable tax treatment under Sections 401, 403, 408, 408A or 457 of the Internal Revenue Code.

Separate Account—The KILICO Variable Annuity Separate Account.

Separate Account Contract Value—The sum of your Subaccount Values.

Start Date—The later of the Effective Date of the MVA Endorsement or the beginning of a new
Guarantee Period.

Subaccounts—The twelve subdivisions of the Separate Account, the assets of which consist solely of
shares of the corresponding Portfolios or Funds.

Subaccount Value—The value of your interest in each Subaccount.

5



Unitholder—The person holding the voting rights with respect to an Accumulation or Annuity Unit.

Valuation Date—Each day when the New York Stock Exchange is open for trading, as well as each day
otherwise required.

Valuation Period—The interval of time between two consecutive Valuation Dates.

Variable Annuity—An annuity with payments varying in amount in accordance with the investment
experience of the Subaccount(s) in which you have an interest.

Withdrawal Charge—The “contingent deferred sales charge” assessed against certain withdrawals of
Contract Value in the first seven Contribution Years after a Purchase Payment is made or against certain
annuitizations of Contract Value in the first seven Contribution Years after a Purchase Payment is made.

Withdrawal Value—Contract Value, plus or minus any applicable Market Value Adjustment, less any
premium tax payable if the Contract is being annuitized, minus any Withdrawal Charge applicable to that
Contract.
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SUMMARY

Because this is a summary, it does not contain all of the information that may be important. Read the
entire Prospectus and Contract before deciding to invest.

The Contracts provide for investment on a tax-deferred basis and for payment of annuity benefits. Both
Non-Qualified Plan and Qualified Plan Contracts are described in this Prospectus.

Subject to certain exceptions, the minimum Purchase Payment is $500. An allocation to a Subaccount,
Fixed Account or Guarantee Period must be at least $500. Our prior approval is required for Purchase
Payments over $1,000,000.

Variable accumulations and benefits are provided by crediting Purchase Payments to one or more
Subaccounts that you select. Each Subaccount invests in a corresponding Fund or Portfolio. Contract Value
allocated to the Separate Account varies with the investment experience of the selected Subaccounts.

The Fixed Account has fixed accumulations and benefits. We guarantee that Purchase Payments allocated
to the Fixed Account will earn no less than the minimum guaranteed rate. In our discretion, we may credit
interest in excess of the minimum guaranteed rate.

The MVA Option also provides fixed accumulations. The MVA Option may not be available in all states.
The MVA Option is only available during the Accumulation Period. You may allocate amounts to one or more
Guarantee Periods. We may offer additional Guarantee Periods at our discretion. For certain Contracts, we
may limit the number of Guarantee Period options available to three. We credit interest daily to amounts
allocated to the MVA Option. We declare the rate at our sole discretion. We guarantee amounts allocated to
the MVA Option at Guaranteed Interest Rates for the Guarantee Periods you select. These guaranteed
amounts are subject to any applicable Withdrawal Charge, Market Value Adjustment or Records Maintenance
Charge. We will not change a Guaranteed Interest Rate for the duration of the Guarantee Period. However,
Guaranteed Interest Rates for subsequent Guarantee Periods are set at our discretion. At the end of a
Guarantee Period, a new Guarantee Period for the same duration starts, unless you timely elect another
Guarantee Period. The interests under the Contract relating to the MVA Option are not registered under the
Securities Act of 1933 (“1933 Act”) and the insulated nonunitized separate account supporting the MVA
Option is not registered as an investment company under the Investment Company Act of 1940 (“1940 Act”).

You bear the investment risk under the Contracts, unless Contract Values are allocated to:

‰ the MVA Option and are guaranteed to receive the Guaranteed Interest Rate, subject to any
Market Value Adjustment, or

‰ the Fixed Account Option and are guaranteed to earn no less than the minimum guaranteed rate
(see “Fixed Account Option”).

Transfers between Subaccounts are permitted before and after annuitization, subject to certain limitations.
A transfer from a Guarantee Period is subject to a Market Value Adjustment unless effected within 30 days
after the existing Guarantee Period ends. Restrictions apply to transfers out of the Fixed Account.

You may withdraw Contract Value subject to Withdrawal Charges, any applicable Market Value
Adjustment and other specified conditions.

We do not deduct sales charges from Purchase Payments. Each Contract Year, you may withdraw or
surrender the Contract, without Withdrawal Charge, up to the greater of:

‰ the excess of Contract Value over total Purchase Payments subject to Withdrawal Charges, minus
prior withdrawals that were previously assessed a Withdrawal Charge, or

‰ 10% of Contract Value. If you withdraw a larger amount, the excess Purchase Payments
withdrawn are subject to a Withdrawal Charge.

The Withdrawal Charge is:

‰ 7% in the first Contribution Year,
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‰ 6% in the second Contribution Year,

‰ 5% in the third and fourth Contribution Years,

‰ 4% in the fifth Contribution Year,

‰ 3% in the sixth Contribution Year,

‰ 2% in the seventh Contribution Year, and

‰ 0% thereafter.

The Withdrawal Charge also applies at the annuitization of Accumulation Units in their seventh
Contribution Year or earlier, except as set forth under “Withdrawal Charge.” Withdrawals may be subject to
income tax, a 10% penalty tax, and other tax consequences. Withdrawals from Qualified Plan Contracts may
be limited by the Internal Revenue Code (the “Code”).

Contract charges include:

‰ mortality and expense risk charge,

‰ administration charge,

‰ records maintenance charge,

‰ Withdrawal Charge,

‰ Guaranteed Retirement Income Benefit Rider Charge, if any

‰ transfer charge,

‰ investment management fees and other expenses, and

‰ applicable state premium taxes.

In addition, the investment advisers to the Funds deduct varying charges from the assets of the Funds for
which they provide investment advisory services. (See the Funds’ prospectuses for such information.)

The Contract may be purchased in connection with retirement plans qualifying either under Section 401
or 403(b) of the Code or as individual retirement annuities including Roth IRAs. We may limit Purchase
Payments under qualified plans, other than IRAs, to lump-sum rollovers and transfers. The Contract is also
available in connection with state and municipal deferred compensation plans and non-qualified deferred
compensation plans.

You may examine a Contract and return it for a refund during the “free look” period. The length of the
free look period will depend on the state in which the Contract is issued. However, it will be at least ten days
from the date you receive the Contract. In addition, a special free look period applies in some circumstances to
Contracts issued as Individual Retirement Annuities, Simplified Employee Pensions—IRAs or as Roth
Individual Retirement Annuities.
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SUMMARY OF EXPENSES
The following tables describe the fees and expenses that you will pay when buying, owning, and

surrendering the Contract. The first table describes the fees and expenses that you will pay at the time that you
buy the Contract, take a partial withdrawal, annuitize the Contract, surrender the Contract, or transfer cash
value between and among the Subaccounts, the Fixed Account, and the Guarantee Periods. State premium
taxes may also be deducted.

Contract Owner Transaction Expenses
Sales Load Imposed on Purchases
(as a percentage of Purchase Payments): . . . . . . . . . . . . . . . . . . . None
Maximum Withdrawal Charge1

(as a percentage of Purchase Payments): . . . . . . . . . . . . . . . . . . . 7%

Year of Withdrawal after Purchase Payment
Withdrawal

Charge

First year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.00%
Second year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.00%
Third year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.00%
Fourth year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.00%
Fifth year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.00%
Sixth year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.00%
Seventh year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.00%
Eight years and following . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.00%

Maximum Transfer Fee: . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 252

1 A Contract Owner may withdraw up to the greater of (i) the excess of Contract Value over total
Purchase Payments subject to a Withdrawal Charge less prior withdrawals that were previously
assessed a Withdrawal Charge and (ii) 10% of the Contract Value in any Contract Year without
assessment of any Withdrawal Charge. In certain circumstances we may reduce or waive the
Withdrawal Charge. See “Withdrawal Charge.”

2 We reserve the right to charge a fee of $25 for each transfer of Contract Value in excess of 12
transfers per calendar year. See “Transfers During the Accumulation Period.”

The next table describes the fees and expenses that you will pay periodically during the time that you own
the Contract, not including Fund fees and expenses.

Periodic Charges other than Portfolio Expenses Current

Annual Records Maintenance Charge3 . . . . . . . . . . . . . . . . . . . . . $ 30

Separate Account Annual Expenses
(as a percentage of average Separate Account Contract Value)

With the Standard Death Benefit Only

Mortality and Expense Risk Charge4 . . . . . . . . . . . . . . . . . . 1.25%
Administration Charge4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.15%

Total Separate Account Annual Expenses . . . . . . . . . . . . . . . 1.40%

With the Optional Guaranteed Retirement Income Benefit

Current

Mortality and Expense Risk Charge4 . . . . . . . . . . . . . . . . . . . 1.25%
Optional Guaranteed Retirement Income Benefit5 . . . . . . . . . 0.25%
Administration Charge4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.15%

Total Separate Account Annual Expenses . . . . . . . . . . . . . . . . 1.65%
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3 The records maintenance charge applies to Contracts with Contract Value less than $50,000 on
the date of assessment. In certain circumstances we may reduce or waive the annual records
maintenance charge. See “Records Maintenance Charge.”

4 Scudder Money Market Subaccount #2 is the only Subaccount not subject to this charge.
5 We no longer offer the Guaranteed Retirement Income Benefit Rider. If you have elected the

Guaranteed Retirement Income Benefit Rider and your rider remains in force, the current 0.25%
rider charge will continue to be assessed, and our obligations and duties to you under this rider
will not change.

The following table shows the range of Fund fees and expenses for the fiscal year ended December 31,
2004. Expenses of the Funds may be higher or lower in the future. You can obtain more detailed information
concerning each Fund’s fees and expenses in the prospectus for each Fund.

Range of Annual Operating Expenses for the Funds During 20041

Lowest Highest
Total Annual Fund Operating Expenses (total of all expenses that are deducted
from Fund assets, including management fees, 12b-1 fees, and other expenses) .53% 1.79%

Net Annual Fund Operating Expenses (total of all expenses that are deducted
from Fund assets, including management fees, 12b-1 fees, and other expenses—
after any contractual waivers of fees and expenses)2 .53% 1.79%

1 The fund expenses used to prepare this table were provided to us by the fund(s). We have not
independently verified such information. The expenses shown are those incurred for the year
ended December 31, 2004. Current or future expenses may be greater or less than those shown.

2 The range of Net Annual Fund Operating Expenses takes into account contractual arrangements
for five Funds that require a Fund’s investment adviser to reimburse or waive Fund expenses
until at least April 30, 2006.

The next table shows the fees and expenses charged by each portfolio for the fiscal year ended December
31, 2004.

Annual Fund Operating Expenses (expenses that are deducted from Portfolio assets) (as a percentage of
average daily net assets in the portfolios as of December 31, 2004):

Portfolio
Management

Fees
12b-1
Fees(1)

Other
Expenses

Gross
Total

Annual
Expenses

Fee Waiver
or

Expense
Reimburse-

Ment

Contractual
Net Total
Annual

Expenses

Franklin Templeton Variable Insurance Products Trust
(Class 2 Shares)
Templeton Developing Markets Securities Fund . . . . . . . . 1.25% 0.25% 0.29% 1.79% N/a 1.79%

Janus Aspen Series (Institutional Shares)
Janus Aspen Forty (formerly Janus Aspen Capital

Appreciation) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.64% N/a 0.02% 0.66% N/a 0.66%
PIMCO Variable Insurance Trust (Administrative Class)

Foreign Bond2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.25% 0.15% 0.05% 0.90% N/a 0.90%
Low Duration3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.25% 0.15% 0.25% 0.65% N/a 0.65%

Scudder Variable Series I (Class A Shares)
Scudder Bond Portfolio4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.48% N/a 0.12% 0.60% N/a 0.60%
Scudder Growth and Income4 . . . . . . . . . . . . . . . . . . . . . . . 0.47% N/a 0.07% 0.54% N/a 0.54%
Scudder International4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.87% N/a 0.17% 1.04% N/a 1.04%
Scudder Money Market4 . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.37% N/a 0.16% 0.53% N/a 0.53%

Scudder Variable Series II (Class A Shares)
Scudder Government & Agency Securities . . . . . . . . . . . . . 0.55% N/a 0.06% 0.61% N/a 0.61%
Scudder High Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.60% N/a 0.06% 0.66% N/a 0.66%
Scudder Small Cap Growth . . . . . . . . . . . . . . . . . . . . . . . . . 0.65% N/a 0.06% 0.71% N/a 0.71%
SVS Dreman High Return Equity5 . . . . . . . . . . . . . . . . . . . . 0.73% N/a 0.05% 0.78% N/a 0.78%
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1 12b-1 fees represent servicing fees which are paid to KILICO and/or our affiliates for certain
administrative and account maintenance services provided by KILICO to Contract Owners who
allocate Contract Value to Subaccounts investing in these Funds. The 12b-1 distribution plan is
described in the Funds’ prospectuses and statements of additional information. Because the 12b-
1 fees are paid out of Fund assets on an on-going basis, over time these fees will increase the cost
of an investment, and may cost more than paying other types of sales charges.

2 “Other Expenses” for the PIMCO VIT Foreign Bond Portfolio reflect an administrative fee of
0.50% and interest expense. Interest expense is generally incurred as a result of investment
management activities.

3 “Other Expenses” for the PIMCO VIT Low Duration Portfolio reflect an administrative fee of
0.25%.

4 Pursuant to their respective agreements with Scudder Variable Series I, the investment manager,
the underwriter and the accounting agent have agreed, for the one year period commencing on
May 1, 2005, to limit their respective fees and to reimburse other expenses to the extent
necessary to limit total operating expenses of the following described Funds to the amounts set
forth after the Fund names: Bond (Class A Shares) 0.71%, International (Class A Shares) 1.37%,
and Money Market (Class A Shares) 0.68%, and have agreed for the three year period
commencing on May 1, 2005, to limit their respective fees and to reimburse other expenses to
the extent necessary to limit the Total Annual Expenses of the Scudder Growth and Income
Portfolio to 0.54%. The portfolio fees and expenses for the Scudder Growth and Income
Portfolio have been restated and estimated to reflect expenses expected upon the consummation
of the merger of the SVS Focus Value+Growth Portfolio into the Scudder Growth and Income
Portfolio.

5 Pursuant to their respective agreements with Scudder Variable Series II, the investment manager,
the underwriter and the accounting agent have agreed, for the one year period commencing on
May 1, 2005, to limit their respective fees and to reimburse other expenses to the extent
necessary to limit total operating expenses of SVS Dreman High Return Equity (Class A Shares)
to 0.87%.

The expenses shown above are deducted by each underlying fund or portfolio before the fund or portfolio
provides us with its daily net asset value. We then deduct applicable Separate Account charges from the net
asset value to calculate the unit value of the corresponding Subaccount. The management fees and other
expenses are more fully described in the prospectus for each underlying portfolio.

The advisers and/or other service providers of certain Funds have agreed to reduce their fees and/or
reimburse the Funds’ expenses in order to keep the Funds’ expenses below specified limits. The expenses of
certain Funds are reduced by contractual fee reduction and expense reimbursement arrangements that will
remain in effect at least until April 30, 2006. The minimum and maximum Total Annual Fund Operating
Expenses for all Funds after each fee reduction and/or expense reimbursement arrangement is described in the
relevant Fund’s prospectus.

THE FUND’S INVESTMENT MANAGER OR ADVISER PROVIDED THE ABOVE EXPENSES FOR
THE FUNDS. WE HAVE NOT INDEPENDENTLY VERIFIED THE ACCURACY OF THE ABOVE
INFORMATION.
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EXAMPLE
This Example is intended to help you compare the cost of investing in the Contract with the cost of

investing in other variable annuity contracts. These costs include Contract Owner transaction expenses,
Contract fees, Separate Account annual expenses, and Fund fees and expenses.

The Example assumes that you invest $10,000 in the Contract for the time periods indicated. The
Example also assumes that your investment has a 5% return each year and assumes the maximum fees and
expenses of any of the Funds prior to any fee waivers or expense reimbursements. In addition, this Example
assumes no transfers were made and no premium taxes were deducted. If these arrangements were considered,
the expenses shown would be higher. This Example also does not take into consideration any fee waiver or
expense reimbursement arrangements of the Funds. If these arrangements were taken into consideration, the
expenses shown would be lower.

Although your actual costs may be higher or lower, based on these assumptions, your costs would be:

(1) If you surrender or annuitize your Contract at the end of the applicable time period:

1 year 3 years 5 years 10 years

$982 $1,514 $2,154 $3,674

(2) a. If you annuitize your Contract at the end of the available time period under Annuity Option 2, 3,
4, or under Annuity Option 1 for a period of five years or more*:

1 year 3 years 5 years 10 years

$342 $1,042 $1,765 $3,674

b. If you annuitize your Contract at the end of the available time period under Annuity Option 1 for
a period of less than five years:

1 year 3 years 5 years 10 years

$982 $1,514 $2,154 $3,674

(3) If you do not surrender your Contract at the end of the applicable time period:

1 year 3 years 5 years 10 years

$342 $1,042 $1,765 $3,674

* Withdrawal Charges do not apply if the Contract is annuitized under Annuity Option 2, 3 or 4, or under
Annuity Option 1 for a period of five years or more.

The Example is an illustration and does not represent past or future expenses and charges of the
Subaccounts. Your actual expenses may be greater or less than those shown. Similarly, your rate of return may
be more or less than the 5% assumed in the Example.

The Example does not include the deduction of state premium taxes, which may be assessed before or
upon annuitization or any taxes or penalties you may be required to pay if you surrender your Contract.

The Record Maintenance Charge of $30 is reflected as an annual charge of 0.10% that is determined by
dividing total Record Maintenance Charges collected during 2004 ($4,740) by total average net assets
attributable to the Contract during 2004 ($4,977,863).

REDEMPTION FEES

A Fund or Portfolio may assess a redemption fee of up to 2% on Subaccount assets that are redeemed out
of the Fund or Portfolio in connection with a withdrawal or transfer. Each Fund or Portfolio determines the
amount of the redemption fee and when the fee is imposed. The redemption fee will reduce your Contract
Value. For more information, see the Fund or Portfolio prospectus.
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DISTRIBUTION COSTS

For information concerning the compensation we pay in relation to prior sale of the Contracts, see
“Distribution of Contracts.”

CONDENSED FINANCIAL INFORMATION

In Appendix C, we have included a financial history of accumulation unit values for the Subaccounts
available under the Contract.

13



KILICO, THE MVA OPTION, THE SEPARATE ACCOUNT AND THE FUNDS

Kemper Investors Life Insurance Company

We were organized in 1947 and are a stock life insurance company organized under the laws of the State
of Illinois. Our home office is located at 1400 American Lane, Schaumburg, Illinois 60196. For Contract
services, you may contact us at the Annuity Contact Center at Scudder DestinationsSM Service Team, PO Box
19097, Greenville, South Carolina, 29602-9097. We offer annuity and life insurance products and are
admitted to do business in the District of Columbia and all states except New York. We are a wholly-owned
subsidiary of Kemper Corporation, a non-operating holding company. Kemper Corporation is a wholly-owned
subsidiary of Zurich Group Holding (“ZGH”), a Swiss holding company. ZGH is owned by Zurich Financial
Services (“ZFS”), a Swiss holding company.

Effective September 3, 2003 (the “Closing Date”), KILICO transferred certain of its business, as well as
the capital stock of its wholly-owned subsidiaries, to its former affiliate, Federal Kemper Life Assurance
Company (“FKLA”). In a contemporaneous transaction, FKLA and KILICO entered into a coinsurance
agreement under which FKLA administers and 100% reinsures certain lines of business currently underwritten
by KILICO. FKLA administered the Contracts for one year after the Closing Date. Otherwise, the transfer and
coinsurance agreement do not relate directly to the Contracts. The benefits and provisions of the Contracts
were not changed by these transactions and agreements.

Effective September 7, 2004, we transferred our customer services operations and the administration of
the Contracts to IBM Business Transformation Outsourcing Insurance Service Corporation (“IBM
Outsourcing”) in Greenville, South Carolina. IBM Outsourcing provides all of the services required for
complete support and administration of your Contract, including processing all premium payments and all
requests for transfers, partial withdrawals, surrenders and death benefits, responding to inquiries, and
calculating accumulation unit values for your Contract and the Separate Account.

The MVA Option

You may allocate amounts in the Market Value Adjustment (“MVA”) Option to one or more Guarantee
Periods with durations of one to ten years during the Accumulation Period. You may choose a different
Guarantee Period by pre-authorized telephone instructions or by giving us written notice (See “Guarantee
Periods of the MVA Option” below). The MVA Option may not be available in all states. At our discretion,
we may offer additional Guarantee Periods or limit, for certain Contracts, the number of Guarantee Periods
available to three.

The amounts allocated to the MVA Option under the Contracts are invested under the laws regulating
our General Account. Assets supporting the amounts allocated to Guarantee Periods are held in a “non-
unitized” separate account. However, our General Account assets are available to fund benefits under the
Contracts. A non-unitized separate account is a separate account in which you do not participate in the
performance of the assets through unit values. The assets of the non-unitized separate account are held to fund
our guaranteed obligations. The “non-unitized” separate account is insulated, so that the assets of the separate
account are not chargeable with liabilities arising out of the business conducted by any other separate account
or out of any other business we may conduct.

State insurance laws concerning the nature and quality of investments regulate our General Account
investments and any non-unitized separate account investments. These laws generally permit investment in
federal, state and municipal obligations, preferred and common stocks, corporate bonds, real estate mortgages,
real estate and certain other investments.

We consider the return available on the instruments in which Contract proceeds are invested when
establishing Guaranteed Interest Rates. This return is only one of many factors considered in establishing
Guaranteed Interest Rates. (See “The Accumulation Period—4. Establishment of Guaranteed Interest Rates.”)

Our investment strategy for the non-unitized separate account is generally to match Guarantee Period
liabilities with assets, such as debt instruments. We expect to invest in debt instruments such as:

‰ securities issued by the United States Government or its agencies or instrumentalities, which issues
may or may not be guaranteed by the United States Government;
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‰ debt securities which have an investment grade, at the time of purchase, within the 4 highest grades
assigned by Moody’s Investors Services, Inc. (“Moody’s”) (Aaa, Aa, A or Baa), Standard & Poor’s
Corporation (“Standard & Poor’s”) (AAA, AA, A or BBB), or any other nationally recognized
rating service;

‰ other debt instruments including issues of or guaranteed by banks or bank holding companies and
corporations, which obligations, although not rated by Moody’s or Standard & Poor’s, are deemed
by our management to have an investment quality comparable to securities which may be
otherwise purchased; and

‰ options and futures transactions on fixed income securities.

We are not obligated to invest the amounts allocated to the MVA Option according to any particular
strategy, except as state insurance laws may require.

The Separate Account

We established the KILICO Variable Annuity Separate Account on May 29, 1981 pursuant to Illinois law
as the KILICO Money Market Separate Account. The SEC does not supervise the management, investment
practices or policies of the Separate Account or KILICO.

Benefits provided under the Contracts are our obligations. Although the assets in the Separate Account
are our property, they are held separately from our other assets and are not chargeable with liabilities arising
out of any other business we may conduct. Income, capital gains and capital losses, whether or not realized,
from the assets allocated to the Separate Account are credited to or charged against the Separate Account
without regard to the income, capital gains and capital losses arising out of any other business we may
conduct.

Twelve Subaccounts of the Separate Account are currently available. Each Subaccount invests exclusively
in shares of one of the corresponding Portfolios. We may add or delete Subaccounts in the future. Not all
Subaccounts may be available in all jurisdictions or under all Contracts.

The Separate Account purchases and redeems shares from the Funds at net asset value. We redeem shares
of the Funds as necessary to provide benefits, to deduct Contract charges and to transfer assets from one
Subaccount to another as you request. All dividends and capital gains distributions received by the Separate
Account from a Fund or Portfolio are reinvested in that Fund or Portfolio at net asset value and retained as
assets of the corresponding Subaccount. The Separate Account’s financial statements appear in the Statement
of Additional Information.

The Funds

The Separate Account invests in shares of the following Funds:

‰ Franklin Templeton Variable Insurance Products Trust

‰ Janus Aspen Series

‰ PIMCO Variable Insurance Trust

‰ Scudder Variable Series I

‰ Scudder Variable Series II

The Funds provide investment vehicles for variable life insurance and variable annuity contracts and, in
the case of Janus Aspen Series and PIMCO Variable Insurance Trust, certain qualified retirement plans. Shares
of the Funds are sold only to insurance company separate accounts and qualified retirement plans. Shares of
the Funds may be sold to separate accounts of other insurance companies, whether or not affiliated with us. It
is conceivable that in the future it may be disadvantageous for variable life insurance separate accounts and
variable annuity separate accounts and qualified retirement plans to invest simultaneously in the Funds.
Currently, we do not foresee disadvantages to variable life insurance owners, variable annuity owners or
qualified retirement plans from these arrangements. The Funds monitor events for material conflicts between
owners and determine what action, if any, should be taken. In addition, if we believe that a Fund’s response to
any of those events or conflicts insufficiently protects Owners, we will take appropriate action.
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A Fund may consist of separate Portfolios. The assets of each Portfolio are held separate from the assets
of the other Portfolios, and each Portfolio has its own distinct investment objective and policies. Each Portfolio
operates as a separate investment fund, and the investment performance of one Portfolio has no effect on the
investment performance of any other Portfolio.

The following table summarizes each Portfolio’s investment objective and provides the name of each
investment adviser:

Portfolio Investment Objective and Investment Adviser

Templeton Developing Markets Securities
Fund (Class 2 Shares)

Seeks long-term capital appreciation. The Fund normally invests
at least 80% of its net assets in emerging market investments,
and invests primarily to predominantly in equity securities.
Investment adviser is Templeton Asset Management Ltd.

Janus Aspen Forty (formerly Janus Aspen
Capital Appreciation) Portfolio
(Institutional Shares)

Seeks long-term growth of capital. Investment adviser is Janus
Capital Management LLC.

PIMCO Foreign Bond Portfolio
(Administrative Class)

Seeks to maximize total return, consistent with preservation of
capital and prudent investment management. Investment
adviser is Pacific Investment Management Company LLC.

PIMCO Low Duration Portfolio
(Administrative Class)

Seeks to maximize total return, consistent with preservation of
capital and prudent investment management. Investment
adviser is Pacific Investment Management Company LLC.

Scudder Bond Portfolio (Class A Shares) Seeks to provide a high level of income consistent with a high
quality portfolio of debt securities. Investment adviser is
Deutsche Investment Management Americas Inc. The
subadviser is Deutsche Asset Management Services Ltd.

Scudder Growth and Income Portfolio1

(Class A Shares)
Seeks long-term growth of capital, current income and growth
of income. Investment adviser is Deutsche Investment
Management Americas Inc.

Scudder International Portfolio (Class A
Shares)

Seeks long-term growth of capital primarily through diversified
holdings of marketable foreign equity investments (equities
issued by foreign-based companies and listed on foreign
exchanges). Investment adviser is Deutsche Investment
Management Americas Inc. The subadviser is Deutsche Asset
Management Services Ltd.

Scudder Money Market Portfolio Seeks to maintain stability of capital and, consistent therewith,
to maintain the liquidity of capital and to provide current
income. Investment adviser is Deutsche Investment
Management Americas Inc.

Scudder Government & Agency Securities
Portfolio (Class A Shares)

Seeks high current income consistent with preservation of
capital. Investment adviser is Deutsche Investment Management
Americas Inc.

Scudder High Income Portfolio (Class A
Shares)

Seeks to provide a high level of current income. Investment
adviser is Deutsche Investment Management Americas Inc.

Scudder Small Cap Growth Portfolio (Class
A Shares)

Seeks maximum appreciation of investors’ capital. Investment
adviser is Deutsche Investment Management Americas Inc.

SVS Dreman High Return Equity Portfolio
(Class A Shares)

Seeks to achieve a high rate of total return. Investment adviser
is Deutsche Investment Management Americas Inc. The
subadviser is Dreman Value Management L.L.C.

1 Effective April 29, 2005, pursuant to shareholder approval, the SVS Focus Value+Growth Portfolio merged into the Scudder Growth
and Income Portfolio.

The Portfolios may not achieve their stated objective. More detailed information, including a description
of risks, fees and expenses involved in investing in the Portfolios is found in the Funds’ prospectuses
accompanying this Prospectus and statements of additional information, available from us upon request. You
should read the Portfolio prospectuses carefully.
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Selection of Funds

The Funds or Portfolios offered through the Contract are selected by KILICO, and KILICO may consider
various factors, including, but not limited to asset class coverage, the strength of the investment adviser’s (and/
or subadviser’s) reputation and tenure, brand recognition, performance, and the capability and qualification of
each investment firm. We also consider whether the Fund or Portfolio or one of its service providers (e.g., the
investment adviser, administrator and/or distributor) will compensate us for administrative, marketing, and
support services that would otherwise be provided by the Fund or Portfolio, or its service providers, or
whether the Funds or Portfolios adviser was an affiliate.

You are responsible for choosing to invest in the Subaccounts that, in turn, invest in the Funds or
Portfolios. You are also responsible for choosing the amounts allocated to each Subaccount that are
appropriate for your own individual circumstances and your investment goals, financial situation, and risk
tolerance. Since you bear the investment risk of investing in the Subaccounts, you should carefully consider
any decisions regarding allocations of Purchase Payments and Contract Value to each Subaccount.

In making your investment selections, we encourage you to thoroughly investigate all of the information
regarding the Funds or Portfolios that is available to you, including each Fund or Portfolio’s prospectus,
statement of additional information, and annual and semi-annual reports. Other sources such as the Fund or
Portfolio’s website or newspapers and financial and other magazines provide more current information,
including information about any regulatory actions or investigations relating to a Fund or Portfolio. After you
select Subaccounts in which to allocate Purchase Payments or Contract Value, you should monitor and
periodically re-evaluate your investment allocations to determine if they are still appropriate.

You bear the risk of any decline in the Contract Value of your Contract resulting from the performance of
the Subaccounts you have chosen.

We do not provide investment advice and we do not recommend or endorse any of the particular Funds or
Portfolios available as investment options in the Contract.

Administrative, Marketing, and Support Services Fees. We and/or our affiliates may receive 12b-1 fees
from certain Funds or Portfolios that charge a 12b-1 fee. See the “Summary of Expenses” in this Prospectus.
The 12b-1 fees we and/or others receive are calculated as a percentage of the average daily net assets of the
Funds or Portfolios owned by the Subaccounts available under this Contract and certain other variable
insurance products that we issue.

We and/or our affiliates may receive compensation from some of the Funds’ service providers for
administrative and other services we perform related to the Separate Account operations that might otherwise
have been provided by the Funds. The amount of this compensation is based on a percentage of the assets of
the particular Funds attributable to the Contract and/or to certain other variable insurance products that we
issue. These percentages currently range from .085% to 0.40%. Some service providers pay us more than
others. The chart below provides the current maximum combined percentages of 12b-1 fees and support fees
that we anticipate will be paid to us on an annual basis:

Incoming Payments to KILICO
From the following Funds or their

Service Providers:
Maximum %
of assets*

From the following Funds
or their Service Providers:

Maximum %
of assets*

Janus Aspen . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.25% Franklin Templeton 0.25%
PIMCO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.40% Scudder 0.085%

* Payments are based on a percentage of the average assets of each Fund owned by the Subaccounts
available under this Contract and/or under certain other variable insurance products offered by our
affiliates and us.

We and/or our affiliates also may directly or indirectly receive additional amounts or different percentages
of assets under management from some of the Funds’ service providers with regard to other variable insurance
products we issue. The amounts are paid out of the adviser’s (or affiliate’s) own resources and not out of Fund
assets. Certain investment advisers or their affiliates may provide us and/or selling firms with wholesaling
services to assist us in servicing the Contract, may pay us and/or certain affiliates and/or selling firms amounts
to participate in sales meetings or may reimburse our sales costs, and may provide us and/or certain affiliates
and/or selling firms with occasional gifts, meals, tickets or other compensation. The amounts may be
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significant and may provide the investment adviser (or other affiliates) with increased access to us and to our
affiliates.

Proceeds from these payments by the Funds or their service providers may be used for any corporate
purpose, including payment of expenses that we and/or our affiliates incur in distributing and administering
the Contracts.

For further details about the compensation payments we make in connection with the sale of the
Contracts, see “Distribution of Contracts” in this Prospectus.

Change of Investments

We reserve the right to make additions to, deletions from, or substitutions for the shares held by the
Separate Account or that the Separate Account may purchase. We may eliminate the shares of any of the
Funds or Portfolios and substitute shares of another portfolio or of another investment company, if the shares
of a Funds or Portfolio are no longer available for investment, or if in our judgment further investment in any
Funds or Portfolio becomes inappropriate in view of the purposes of the Separate Account. We will not
substitute any shares attributable to your interest in a Subaccount without prior notice and the SEC’s prior
approval, if required. The Separate Account may purchase other securities for other series or classes of
contracts, or permit a conversion between series or classes of contracts on the basis of requests made by
Owners.

We may establish additional subaccounts of the Separate Account, each of which would invest in a new
portfolio of the Funds, or in shares of another investment company. New subaccounts may be established
when, in our discretion, marketing needs or investment conditions warrant. New subaccounts may be made
available to existing Owners as we determine. We may also eliminate or combine one or more subaccounts,
transfer assets, or substitute one subaccount for another subaccount, if, in our discretion, marketing, tax, or
investment conditions warrant. We will notify all Owners of any such changes.

If we deem it to be in the best interests of persons having voting rights under the Contract, the Separate
Account may be: (a) operated as a management company under the 1940 Act; (b) deregistered under the 1940
Act in the event such registration is no longer required; or (c) combined with our other separate accounts. To
the extent permitted by law, we may transfer the assets of the Separate Account to another separate account or
to the General Account.

FIXED ACCOUNT OPTION

Amounts allocated or transferred to the Fixed Account are part of our General Account, supporting
insurance and annuity obligations. Interests in the Fixed Account are not registered under the 1933 Act, and
the Fixed Account is not registered as an investment company under the 1940 Act. Accordingly, neither the
Fixed Account nor any interests therein generally are subject to the provisions of the 1933 or 1940 Acts. We
have been advised that the staff of the SEC has not reviewed the disclosures in this Prospectus relating to the
Fixed Account. Disclosures regarding the Fixed Account, however, may be subject to the general provisions of
the federal securities laws relating to the accuracy and completeness of statements made in prospectuses.

Under the Fixed Account Option, we pay a fixed interest rate for stated periods. This Prospectus describes
only the aspects of the Contract involving the Separate Account and the MVA Option, unless we refer to fixed
accumulation and annuity elements.

We guarantee that payments allocated to the Fixed Account earn a minimum fixed interest rate not less
than the minimum rate allowed by state law. At our discretion, we may credit interest in excess of the
minimum guaranteed rate. We reserve the right to change the rate of excess interest credited. We also reserve
the right to declare different rates of excess interest depending on when amounts are allocated or transferred to
the Fixed Account. As a result, amounts at any designated time may be credited with a different rate of excess
interest than the rate previously credited to such amounts and to amounts allocated or transferred at any other
designated time.
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THE CONTRACTS

A. GENERAL INFORMATION.

This Contract is no longer offered for sale, although we continue to accept additional Purchase Payments
under the Contract. The minimum additional Purchase Payment is $500. The minimum additional Purchase
Payment is $100 if you authorize us to draw on an account via check or electronic debit. Cumulative Purchase
Payments in excess of $1,000,000 require our prior approval. The Internal Revenue Code may also limit the
maximum annual amount of Purchase Payments. An allocation to a Subaccount, the Fixed Account or a
Guarantee Period must be at least $500.

We may, at any time, amend the Contract in accordance with changes in the law, including applicable tax
laws, regulations or rulings, and for other purposes.

During the Accumulation Period, you may assign the Contract or change a Beneficiary at any time by
signing our form. No assignment or Beneficiary change is binding on us until we receive it. We assume no
responsibility for the validity of the assignment or Beneficiary change. An assignment may subject you to
immediate tax liability and a 10% tax penalty.

Amounts payable during the Annuity Period may not be assigned or encumbered. In addition, to the
extent permitted by law, annuity payments are not subject to levy, attachment or other judicial process for the
payment of the Annuitant’s debts or obligations.

You designate the Beneficiary. If you or the Annuitant die, and no designated Beneficiary or contingent
beneficiary is alive at that time, we will pay your or the Annuitant’s estate.

Under a Qualified Plan Contract, the provisions of the applicable plan may prohibit a change of
Beneficiary. Generally, an interest in a Qualified Plan Contract may not be assigned.

B. THE ACCUMULATION PERIOD.

1. Application of Purchase Payments.

You select the allocation of Purchase Payments to the Subaccount(s), Guarantee Periods, or Fixed
Account. The amount of each Purchase Payment allocated to a Subaccount is based on the value of an
Accumulation Unit, as computed after we receive the Purchase Payment. Generally, we determine the value of
an Accumulation Unit as of 3:00 p.m. Central time on each day that the New York Stock Exchange is open for
trading. Purchase Payments allocated to a Guarantee Period or to the Fixed Account begin earning interest one
day after we receive them. Upon receipt of a Purchase Payment, we determine the number of Accumulation
Units credited by dividing the Purchase Payment allocated to a Subaccount by the Subaccount’s Accumulation
Unit value, as computed after we receive the Purchase Payment.

Some of the Funds reserve the right to delay or refuse purchase requests from the Separate Account, as
may be further described in their prospectuses. Therefore, if you request a transaction under your Contract
that is part of a purchase request delayed or refused by a Fund, we will be unable to process your request. In
that event, we will notify you promptly in writing or by telephone.

The number of Accumulation Units will not change due to investment experience. Accumulation Unit
value varies to reflect the investment experience of the Subaccount and the assessment of charges against the
Subaccount, other than the Withdrawal Charge, the Records Maintenance Charge and Guaranteed Retirement
Income Benefit Charge (see “Contracts Issued Before May 1, 2002”). The number of Accumulation Units is
reduced when the Records Maintenance Charge and Guaranteed Retirement Income Benefit Charge are
assessed.

2. Accumulation Unit Value.

Each Subaccount has an Accumulation Unit value. When Purchase Payments or other amounts are
allocated to a Subaccount, the number of units purchased is based on the Subaccount’s Accumulation Unit
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value at the end of the current Valuation Period. When amounts are transferred out of or deducted from a
Subaccount, units are redeemed in a similar manner.

The Accumulation Unit value for each subsequent Valuation Period is the investment experience factor for
that Valuation Period times the Accumulation Unit value for the preceding Valuation Period. Each Valuation
Period has a single Accumulation Unit value which applies to each day in the Valuation Period.

Each Subaccount has its own investment experience factor. The investment experience of the Separate
Account is calculated by applying the investment experience factor to the Accumulation Unit value in each
Subaccount during a Valuation Period.

The investment experience factor of a Subaccount for any Valuation Period is determined by the following
formula:

(a divided by b) minus c, where:

a. is:

‰ the net asset value per share of the Portfolio held in the Subaccount as of the end of the current
Valuation Period; plus

‰ the per share amount of any dividend or capital gain distributions made by the Portfolio held in the
Subaccount, if the “ex-dividend” date occurs during the current Valuation Period; plus or minus

‰ a credit or charge for any taxes reserved for the current Valuation Period which we determine ave
resulted from the investment operations of the Subaccount;

b. is the net asset value per share of the Portfolio held in the Subaccount as of the end of the
preceding Valuation Period; and

c. is the factor representing asset-based charges (the mortality and expense risk and administration
charges).

3. Guarantee Periods of the MVA Option.

You may allocate Purchase Payments to one or more Guarantee Periods with durations of one to ten
years. Each Guarantee Period has a Guaranteed Interest Rate that will not change during the Guarantee
Period. Interest is credited daily at the effective annual rate.

The following example illustrates how we credit Guarantee Period interest.

EXAMPLE OF GUARANTEED INTEREST RATE ACCUMULATION

Purchase Payment $40,000.00
Guarantee Period 5 Years
Guarantee Interest Rate 3.00% Effective Annual Rate

Year Interest Credited During Year Cumulative Interest Credited

1 $1,200.00 $1,200.00
2 1,236.00 2,436.00
3 1,273.08 3,709.08
4 1,311.27 5,020.35
5 1,350.61 6,370.96

Accumulated value at the end of 5 years is:

$40,000.00 + $6,370.96 = $46,370.96

Note: This example assumes that no withdrawals or transfers are made during the five-year period. If you
make withdrawals or transfers during this period, Market Value Adjustments and Withdrawal Charges apply.
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The hypothetical interest rate is not intended to predict future Guaranteed Interest Rates. Actual
Guaranteed Interest Rates for any Guarantee Period may be more than those shown.

At the end of any Guarantee Period, we send written notice of the beginning of a new Guarantee Period.
A new Guarantee Period for the same duration starts unless you elect another Guarantee Period within 30
days after the end of the terminating Guarantee Period. You may choose a different Guarantee Period by
preauthorized telephone instructions or by giving us written notice. You should not select a new Guarantee
Period extending beyond the Annuity Date. Otherwise, the Guarantee Period amount available for
annuitization is subject to Market Value Adjustments and may be subject to Withdrawal Charges. (See
“Market Value Adjustment” and “Withdrawal Charge” below.)

The amount reinvested at the beginning of a new Guarantee Period is the Guarantee Period Value for the
Guarantee Period just ended. The Guaranteed Interest Rate in effect when the new Guarantee Period begins
applies for the duration of the new Guarantee Period.

You may call or write us at the Annuity Contact Center for the new Guaranteed Interest Rates.

4. Establishment of Guaranteed Interest Rates.

We declare the Guaranteed Interest Rates for each of the ten durations of Guarantee Periods from time to
time as market conditions dictate. Once established, rates are guaranteed for the respective Guarantee Periods.
We advise you of the Guaranteed Interest Rate for a chosen Guarantee Period when we receive a Purchase
Payment, when a transfer is effectuated or when a Guarantee Period renews. Withdrawals of Accumulated
Guarantee Period Value are subject to Withdrawal Charges and Records Maintenance Charges and may be
subject to a Market Value Adjustment. (See “Market Value Adjustment” below.)

We have no specific formula for establishing the Guaranteed Interest Rates. The determination may be
influenced by, but not necessarily correspond to, the current interest rate environment. (See “The MVA
Option”.) We may also consider, among other factors, the duration of a Guarantee Period, regulatory and tax
requirements, sales commissions and administrative expenses we bear, and general economic trends.

We make the final determination of the Guaranteed Interest Rates to be declared.

We cannot predict or guarantee the level of future Guaranteed Interest Rates.

5. Contract Value.

On any Valuation Date, Contract Value equals the total of:

‰ the number of Accumulation Units credited to each Subaccount, times

‰ the value of a corresponding Accumulation Unit for each Subaccount, plus

‰ your Accumulated Guarantee Period Value in the MVA Option, plus

‰ your interest in the Fixed Account.

6. Transfers During the Accumulation Period.

During the Accumulation Period, you may transfer the Contract Value among the Subaccounts, the
Guarantee Periods and the Fixed Account subject to the following provisions:

‰ the amount transferred must be at least $100 unless the total Contract Value attributable to a
Subaccount, Guarantee Period or Fixed Account is transferred;

‰ the Contract Value remaining in a Subaccount, Guarantee Period or Fixed Account must be at least
$500 unless the total value is transferred;

‰ transfers may not be made from any Subaccount to the Fixed Account over the six months
following any transfer from the Fixed Account into one or more Subaccounts; and

‰ transfers from the Fixed Account may be made one time during the Contract Year during the 30
days following an anniversary of a Contract Year.
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We may charge a $25 fee for each transfer in excess of 12 transfers per calendar year. However, transfers
made pursuant to the Asset Allocation and Dollar Cost Averaging programs do not count toward these 12
transfers. In addition, transfers of Guarantee Period Value are subject to Market Value Adjustment unless the
transfer is made within 30 days of the end of the Guarantee Period. Because a transfer before the end of a
Guarantee Period is subject to a Market Value Adjustment, the amount transferred from the Guarantee Period
may be more or less than the requested dollar amount.

We make transfers pursuant to written or telephone instructions specifying in detail the requested
changes. Transfers involving a Subaccount are based upon the Accumulation Unit values, as calculated after
we receive transfer instructions. We may suspend, modify or terminate the transfer provision. We disclaim all
liability if we follow in good faith instructions given in accordance with our procedures, including requests for
personal identifying information, that are designed to limit unauthorized use of the privilege. Therefore, you
bear the risk of loss in the event of a fraudulent telephone transfer.

Website Access. Our website address at www.kemperinvestors.com is available 24 hours a day. Our
website will allow you to request transfers among the Subaccounts, Fixed Account, and the Guarantee Periods
and inquire about your Contract. To use the website for access to your Contract information or to request
transfers, you must enter your Contract number and Personal Identification Number (PIN), which you can
obtain from our Annuity Contact Center.

We will price any complete transfer request that we receive through our website address before the New
York Stock Exchange (“NYSE”) closes for regular trading (usually, 3:00 p.m. Central Time) using the
Accumulation Unit values next determined at the end of that regular trading session of the NYSE.

And we will price any complete transfer request we receive through our website after the close of the
regular business session of the NYSE, on any day the NYSE is open for regular trading, using the
Accumulation Unit values next determined at the end of the next regular trading session of the NYSE.

We reserve the right to suspend, modify or terminate your privilege to make transfers through our
website.

E-mail Access. You may e-mail us through our website to request an address change or to inquire about
your Contract. Currently, we do not allow transfer requests or withdrawals by e-mail. Please identify your
Contract number or social security number in any transaction request or correspondence sent to us by e-mail.

Limitations on Transfers. The following transfers must be requested through standard first-class United
States mail and must have an original signature:

‰ transfers in excess of $250,000 per Contract, per day, and

‰ transfers in excess of $50,000 per Contract, per day, into or out any of the following Subaccounts:

‰ Templeton Developing Markets Securities;

‰ PIMCO Foreign Bond; or

‰ Scudder International.

These administrative procedures have been adopted under the Contract to protect the interests of the
remaining Contract Owners from the adverse effects of frequent and large transfers into and out of variable
annuity Subaccounts that can adversely affect the investment management of the underlying Funds or Portfolios.

We reserve the right to further amend the transfer procedures in the interest of protecting remaining
Contract Owners.

Some of the Funds reserve the right to delay or refuse purchase requests from the Separate Account, as
may be further described in their prospectuses and/or statements of additional information. Therefore, if you
request a transaction under your Contract that is part of a purchase request delayed or refused by a Fund, we
will be unable to process your request. In that event, we will notify you promptly in writing or by telephone.

Additional Telephone and Online Access Rules and Conditions. We will employ reasonable procedures
to confirm that telephone, e-mail, and website instructions are genuine. Such procedures may include requiring
forms of personal identification prior to acting upon any telephone, e-mail, and website instructions, providing
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written confirmation of transactions to you, and/or tape recording telephone instructions and saving e-mail
and website instructions received from you. We disclaim all liability if we follow in good faith instructions
given in accordance with our procedures that are designed to limit unauthorized use of the telephone, e-mail,
and website privileges. Therefore, you bear the risk of loss in the event of a fraudulent telephone, e-mail, and
website request.

In order to access our website or our automated customer response system, you will need to obtain a PIN
by calling into the Annuity Contact Center. You should protect your PIN, because the automated customer
response system will be available to your representative of record and to anyone who provides your PIN. We
will not be able to verify that the person providing electronic instructions is you or authorized by you.

We cannot guarantee that our telephone, e-mail, and website services will always be available. For
example, our Annuity Contact Center may be closed during severe weather emergencies or there may be
interruptions in telephone service or problems with computer systems that are beyond our control. Outages or
slowdowns may prevent or delay our receipt of your request. If the volume of requests is unusually high, we
might not be able to receive your order. Although we have taken precautions to help our systems handle heavy
use, we cannot promise complete reliability under all circumstances. If you are experiencing problems, you
should make your request or correspond in writing to our mailing address.

Transfer requests made by phone, e-mail, or through our website must comply with our transfer
provisions stated in this Prospectus. Any transfer requests that are not in compliance with these provisions will
not be considered received at our Annuity Contact Center. We reserve the right to modify, restrict, suspend or
eliminate the transfer privileges (including the telephone, e-mail, and website transfer privilege) at any time, for
any class of Contracts, for any reason.

Third Party Transfers. If you authorize a third party to transact transfers on your behalf, we will
reallocate the Contract Value pursuant to the authorized asset allocation program. However, we do not offer
or participate in any asset allocation program and we take no responsibility for any third party asset allocation
program. We may suspend or cancel acceptance of a third party’s instructions at any time and may restrict the
investment options available for transfer under third party authorizations.

Automatic Account Rebalancing. You may elect to have transfers made automatically among the
Subaccounts on an annual, semiannual or quarterly basis so that Contract Value is reallocated to match the
percentage allocations in your predefined allocation elections. Transfers under this program are not subject to
the $100 minimum transfer limitation. An election to participate in the automatic asset reallocation program
must be in writing on our form and returned to us.

7. Policy and Procedures Regarding Disruptive Trading and Market Timing.

Statement of Policy. This Contract is not designed for use by organizations or individuals engaged in
market timing or for use by investors who make frequent transfers, programmed transfers, transfers into and
then out of a Subaccount in a short period of time, or transfers of large amounts at one time (“Disruptive
Trading”).

Market timing and other kinds of Disruptive Trading can increase your investment risks and have harmful
effects for you, for other Contract owners, for the underlying Portfolios, and for other persons who have
material rights under the Contract, such as insureds and beneficiaries. These risks and harmful effects include:

‰ dilution of the interests of long-term investors in a Subaccount if market timers manage to transfer
into an underlying Portfolio at prices that are below the true value or to transfer out of the
underlying Portfolio at prices that are above the true value of the underlying Portfolio’s
investments (some market timers attempt to do this through methods known as “time-zone
arbitrage” and “liquidity arbitrage”);

‰ reduced investment performance due to adverse effects on Portfolio management by:

‰ impeding a Portfolio manager’s ability to sustain an investment objective;

‰ causing the underlying Portfolio to maintain a higher level of cash than would otherwise
be the case; or
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‰ causing the underlying Portfolio to liquidate investments prematurely (or otherwise at an
inopportune time) in order to pay withdrawals or transfers out of the underlying
Portfolio; and

‰ increased costs to you in the form of increased brokerage and administrative expenses. These costs
are borne by all Contract owners invested in those Subaccounts, not just those making the
transfers.

Policy Against Disruptive Trading. We have adopted policies and procedures that are intended to detect
and deter market timing and other forms of Disruptive Trading in the Contract. We do not make special
arrangements or grant exceptions or waivers to accommodate any persons or class of persons with regard to
these policies and procedures.

Do not invest with us if you intend to conduct market timing or Disruptive Trading.

For these purposes, we do not include transfers made pursuant to Dollar Cost Averaging.

Detection. We monitor the transfer activities of Owners in order to detect market timing and other forms
of Disruptive Trading activity. However, despite our monitoring we may not be able to detect or halt all
Disruptive Trading activity. Our ability to detect Disruptive Trading may be limited by operational or
technological systems, as well as by our ability to predict strategies employed by market timers to avoid
detection. As a result, despite our efforts, there is no assurance that we will be able to identify and curtail all
Disruptive Trading by such Contract Owners or intermediaries acting on their behalf.

In addition, because other insurance companies (and retirement plans) with different market timing
policies and procedures may invest in the underlying Portfolios, we cannot guarantee that all harmful trading
will be detected or that an underlying Portfolio will not suffer harm from Disruptive Trading in the
subaccounts of variable products issued by these other insurance companies (or retirement plans) that invest in
the underlying Portfolios.

As a result, to the extent we are not able to detect Disruptive Trading activity, or other insurance
companies (or retirement plans) fail to detect such activity, it is possible that a market timer may be able to
engage in Disruptive Trading transactions that may interfere with underlying Portfolio management and cause
you to experience detrimental effects such as increased costs, lower performance and a dilution of your interest
in a underlying Portfolio.

Deterrence. We impose limits on transfer activity within the Contract in order to deter Disruptive
Trading.

We will accept the following transfers only if the order is sent to us with an original signature and by first
class U.S. Mail:

‰ transfers in excess of $250,000 per Contract, per day; and

‰ transfers in excess of $50,000 per Contract, per day, into or out any of the following
Subaccounts:

‰ Templeton Developing Markets Securities;

‰ PIMCO Foreign Bond; or

‰ Scudder International.

If you send a transfer request in excess of these restrictions by any other method (such as fax, phone, or
overnight mail), we will not honor your request.

If we identify suspicious transfer activity, we will advise you in writing that we are monitoring your
transfer activity and that we will impose restrictions if we identify a pattern of Disruptive Trading activity. If
we identify such a pattern as a result of continued monitoring, we will notify you in writing that all future
transfers must be requested through first class U.S. Mail with an original signature. This means that we would
accept only written transfer requests with an original signature transmitted to us only by U.S. mail. We may
also restrict the transfer privileges of others acting on your behalf, including your registered representative or
an asset allocation or investment advisory service.
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To further deter any market timing and Disruptive Trading activities, we may at any time and without
prior notice:

‰ terminate all telephone, website, email or fax transfer privileges;

‰ limit the total number of transfers;

‰ place further limits on the dollar amount that may be transfer;

‰ require a minimum period of time between transfers; or

‰ refuse transfer requests from intermediaries acting on behalf of you.

Our ability to impose these restrictions in order to discourage market timing and other forms of
Disruptive Trading may be limited by provisions of your Contract. As a result, to the extent the provisions of
your Contract limit our actions, some Contract Owners may be able to market time through the Contract,
while others would bear the harm associated with the timing.

We reserve the right to reject any premium payment or transfer request from any person without prior
notice, if, in our judgment, (1) the payment or transfer, or series of transfers, would have a negative impact on
an underlying Portfolio’s operations, or (2) if an underlying Portfolio would reject or has rejected our purchase
order, or (3) because of a history of large or frequent transfers. We may impose other restrictions on transfers,
or even prohibit transfers for any Owner who, in our view, has abused, or appears likely to abuse, the transfer
privilege. We also reserve the right to reverse a potentially harmful transfer if an underlying Portfolio refuses
or reverses our order; in such instances some Contract Owners may be treated differently than others. For all
of these purposes, we may aggregate two or more variable insurance products that we believe are connected.

In addition to our internal policies and procedures, we will administer your Contract to comply with any
applicable state, federal, and other regulatory requirements concerning transfers. We reserve the right to
implement, administer, and charge you for any fee or restriction, including redemption fees, imposed by any
underlying Portfolio. To the extent permitted by law, we also reserve the right to defer the transfer privilege at
any time that we are unable to purchase or redeem shares of any of the underlying Portfolios.

Under our current policies and procedures, we do not:

‰ impose redemption fees on transfers;

‰ expressly limit the number, size or frequency of transfers in a given period; or

‰ allow a certain number of transfers in a given period.

Redemption fees, other transfer limits, and other procedures or restrictions may be more or less successful
than ours in deterring market timing or other forms of Disruptive Trading and in preventing or limiting harm
from such trading.

We may revise our policies and procedures in our sole discretion at any time and without prior notice, as
we deem necessary or appropriate (1) to better detect and deter market timing or other Disruptive Trading if
we discover that our current procedures do not adequately curtail such activity, (2) to comply with state or
federal regulatory requirements, or (3) to impose additional or alternative restrictions on Owners engaging in
frequent transfer activity among the underlying Portfolios under the Contract. The actions we take will be
based on policies and procedures that we apply uniformly to all Contract Owners.

Underlying Portfolio Frequent Trading Policies. The underlying Portfolios may have adopted their own
policies and procedures with respect to frequent purchases and redemptions of their respective shares. The
prospectuses for the underlying Portfolios describe any such policies and procedures. The frequent trading
policies and procedures of one underlying Portfolio may be different, and more or less restrictive, than the
frequent trading policies and procedures of another underlying Portfolios and the policies and procedures we
have adopted for the Contract to discourage market timing and other programmed, large, frequent, or short-
term transfers.

Omnibus Order. Contract Owners and other persons with material rights under the Contract also should
be aware that the purchase and redemption orders received by the underlying Portfolios generally are
“omnibus” orders from intermediaries such as retirement plans and separate accounts funding variable
insurance products. The omnibus orders reflect the aggregation and netting of multiple orders from individual
retirement plan participants and individual owners of variable insurance products. The omnibus nature of
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these orders may limit the underlying Portfolios’ ability to apply their respective frequent trading policies and
procedures. We cannot guarantee that the underlying Portfolios will not be harmed by transfer activity relating
to the retirement plans or other insurance companies that may invest in the underlying Portfolios. These other
insurance companies are responsible for their own policies and procedures regarding frequent transfer activity.
If their policies and procedures fail to successfully discourage harmful transfer activity, it will affect other
owners of underlying Portfolio shares, as well as the owners of all of the variable annuity or life insurance
policies, including ours, whose variable investment options correspond to the affected underlying Portfolios. In
addition, if an underlying Portfolio believes that an omnibus order we submit may reflect one or more transfer
requests from Owners engaged in market timing and other programmed, large, frequent, or short-term
transfers, the underlying Portfolio may reject the entire omnibus order and thereby delay or prevent us from
implementing your request.

8. Withdrawals During the Accumulation Period.

You may redeem some or all of the Contract Value, minus previous withdrawals and debt, plus or minus
any applicable Market Value Adjustment and minus any Withdrawal Charge. Withdrawals will have tax
consequences. (See “Federal Tax Considerations.”) A withdrawal of the entire Contract Value is called a
surrender.

Partial withdrawals and surrenders are subject to the following:

In any Contract Year, you may withdraw or surrender the Contract, without Withdrawal Charge, up to
the greater of:

‰ the excess of Contract Value over total Purchase Payments subject to Withdrawal Charges, minus
prior withdrawals that were previously assessed a Withdrawal Charge, or

‰ 10% of the Contract Value.

See “Contract Charges and Expenses—Withdrawal Charge” for a discussion of charges applicable to
partial withdrawals and surrenders.

If Contract Value is allocated to more than one investment option, you must specify the source of the
partial withdrawal. If you do not specify the source, we redeem Accumulation Units on a pro rata basis from
all investment options in which you have an interest. Accumulation Units attributable to the earliest
Contribution Years are redeemed first.

Partial withdrawals are subject to the following:

‰ Partial withdrawals are not permitted from the Fixed Account in the first Contract Year.

‰ The minimum withdrawal is $100 (before any Market Value Adjustment), or your entire interest in
the investment option(s) from which withdrawal is requested.

‰ You must leave at least $500 in each investment option from which the withdrawal is requested,
unless the total value is withdrawn.

Election to withdraw shall be made in writing to us at the Annuity Contact Center and should be
accompanied by the Contract if surrender is requested. Withdrawal requests are processed only on days when
the New York Stock Exchange is open. The Withdrawal Value attributable to the Subaccounts is determined
on the basis of the Accumulation Unit values, as calculated after we receive the request. The Withdrawal Value
attributable to the Subaccounts is paid within seven days after we receive the request. However, we may
suspend withdrawals or delay payment:

‰ during any period when the New York Stock Exchange is closed,

‰ when trading in a Portfolio is restricted or the SEC determines that an emergency exists, or

‰ as the SEC by order may permit.

For withdrawal requests from the MVA Option and the Fixed Account, we may defer any payment for up
to six months, as permitted by state law. During the deferral period, we will continue to credit interest at the
current Guaranteed Interest Rate for the same Guarantee Period.
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Withdrawals are permitted from Contracts issued in connection with Section 403(b) Qualified Plans only
under limited circumstances. (See “Federal Tax Considerations.”)

A participant in the Texas Optional Retirement Program (“ORP”) must obtain a certificate of termination
from the participant’s employer before a Contract can be redeemed. The Attorney General of Texas has ruled
that participants in the ORP may redeem their interest in a Contract issued pursuant to the ORP only upon
termination of employment in Texas public institutions of higher education, or upon retirement, death or total
disability. In those states adopting similar requirements for optional retirement programs, we will follow
similar procedures.

9. Market Value Adjustment.

Any withdrawal, transfer or annuitization of Guarantee Period Values, unless effected within 30 days
after a Guarantee Period ends, may be adjusted up or down by a Market Value Adjustment. The Market Value
Adjustment applies before deduction of a Withdrawal Charge.

The Market Value Adjustment reflects the relationship between (a) the currently established interest rate
(“Current Interest Rate”) for a Guarantee Period equal to the remaining length of the Guarantee Period,
rounded to the next higher number of complete years, and (b) the Guaranteed Interest Rate applicable to the
amount being withdrawn. Generally, if the Guaranteed Interest Rate is the same or lower than the applicable
Current Interest Rate, the Market Value Adjustment reduces Guarantee Period Value and results in a lower
payment. Conversely, if the Guaranteed Interest Rate is higher than the applicable Current Interest Rate, the
Market Value Adjustment increases Guarantee Period Value and results in a higher payment.

MVA Endorsement Adding the MVA Floor. Effective April 1, 2005 (the “Effective Date”), we amended
your Contract or certificate by putting a “floor” on the Market Value Adjustment feature and increasing the
Guaranteed Interest Rate to 3% on those Guarantee Period Values crediting less than 3%. For this to occur,
we issued an endorsement to your Contract or certificate (the “MVA Endorsement”).

The MVA Endorsement enhanced the MVA formula for your Contract by limiting (i.e., putting a “floor”
on) any downward Market Value Adjustment that might be applied after the Effective Date to withdrawals or
transfers out of a Guarantee Period. The “floor” ensures that, regardless of any changes in interest rates, if you
withdraw or transfer money from a Guarantee Period before it expires and after the Start Date, the return on
your Guarantee Period Value as of the Start Date (before any deductions for Contract charges) will not be less
than the Contract’s new minimum Guaranteed Interest Rate of 3% per annum. The Start Date is the later of
the Effective Date of the MVA Endorsement or the beginning of a new Guarantee Period.

In applying the MVA formula, each amount allocated to a different Guarantee Period or allocated at
different times will be considered separately.

The specific terms of this change to your Contract are described in the MVA Endorsement.

As a result of the issuance of the MVA Endorsement, the interests under the Contract relating to the MVA
Option are no longer securities registered under the Securities Act of 1933.

The Market Value Adjustment (MVA) uses this formula:

MVA=GPV X(1 + I) t/365-1
1 + J

Where:

I is the Guaranteed Interest Rate being credited to the Guarantee Period Value (GPV) subject to the
Market Value Adjustment,

27



J is the Current Interest Rate we declare, as of the effective date of the application of the Market Value
Adjustment, for current allocations to a Guarantee Period the length of which is equal to the balance of the
Guarantee Period for the Guarantee Period Value subject to the Market Value Adjustment, rounded to the
next higher number of complete years, and

t is the number of days remaining in the Guarantee Period.

Any downward Market Value Adjustment is limited by the MVA “floor” described above.

For an illustration of the new “floor” on a downward Market Value Adjustment, as well as an upward
Market Value Adjustment, see Appendix A.

10. Guaranteed Death Benefit.

We pay a death benefit to the Beneficiary if any of the following occurs during the Accumulation Period:

‰ the Owner, or a joint owner, dies,

‰ the Annuitant dies with no living contingent annuitant, or

‰ the contingent annuitant dies after the Annuitant.

Each Beneficiary or contingent beneficiary will bear the investment risk (i.e., receive any gains or bear any
losses) on investments held in the Subaccounts until the payment of the death benefit. The amount of the death
benefit depends on the age of the deceased Owner or Annuitant when the death benefit becomes payable. If
the deceased Owner or Annuitant dies before age 91, we will pay the Beneficiary the greatest of the following
less debt:

‰ Contract Value,

‰ Purchase Payments minus previous withdrawals, accumulated at 5.00% interest per year to the
earlier of the deceased’s age 80 or the date of death, plus Purchase Payments minus all withdrawals
from age 80 to the date of death, or

‰ the greatest anniversary value before death.

The greatest anniversary value equals:

‰ the highest of the Contract Values on each Contract anniversary prior to the deceased’s age 81,
plus the dollar amount of any Purchase Payments made since that anniversary, minus

‰ withdrawals since that anniversary.

We pay Contract Value to the Beneficiary if an Owner or Annuitant dies after age 91. The Owner or
Beneficiary (unless the Owner has already elected an Annuity Option), as appropriate, may elect to have all or
a part of the death benefit proceeds paid to the Beneficiary under one of the Annuity Options described under
“Annuity Options” below. The death benefit must be distributed within five years after the date of death
unless an Annuity Option is elected or a surviving spouse elects to continue the Contract in accordance with
the provisions described below.

For Non-Qualified Plan Contracts or Individual Retirement Annuities, if the Beneficiary is the Owner’s
surviving spouse (or the Annuitant’s surviving spouse if the Owner is not a natural person), the surviving
spouse may elect to continue the Contract in lieu of taking a death benefit distribution. The spouse will
become the successor Owner of the Contract subject to the following:

‰ The Contract Value will be increased to reflect the amount of the death benefit. The difference will
be credited to the Scudder Money Market Subaccount #1.

‰ No withdrawal charges will apply on existing values in the Contract. However, Purchase Payments
made after the original owner’s death are subject to withdrawal charges.

‰ Upon the death of the surviving spouse, the death benefit will be calculated from the time that the
election to continue the Contract is made. A subsequent spouse of the surviving spouse will not be
able to continue the Contract.

The above option is subject to availability of this feature in your state.
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As an alternative to the above election, the surviving spouse may elect to continue a Non-Qualified Plan
Contract or an Individual Retirement Annuity without receiving the increase in Contract Value attributable to
the death benefit. In this case, all rights, benefits and charges under the Contract will continue including any
applicable Withdrawal Charges.

CONTRACT CHARGES AND EXPENSES

This section describes the charges and deductions that we make under the Contract to compensate for: (1)
the services and benefits we provide; (2) the costs and expenses we incur; and (3) the risks we assume. The fees
and charges we deduct under the Contract may result in a profit to us.

We deduct the following charges and expenses:

‰ mortality and expense risk charge,

‰ administration charge,

‰ records maintenance charge,

‰ Withdrawal Charge,

‰ Guaranteed Retirement Income Benefit Rider Charge, if any

‰ transfer charge,

‰ investment management fees and other expenses, and

‰ applicable state premium taxes.

Subject to certain expense limitations, you indirectly bear investment management fees and other Fund
expenses.

A. CHARGES AGAINST THE SEPARATE ACCOUNT.

1. Mortality and Expense Risk Charge.

We assess each Subaccount a daily asset charge for mortality and expense risks at a rate of 1.25% per
annum. Variable Annuity payments reflect the investment experience of each Subaccount but are not affected
by changes in actual mortality experience or by actual expenses we incur.

The mortality risk we assume arises from two contractual obligations. First, if you or the Annuitant die
before age 91 and before the Annuity Date, we may, in some cases, pay more than Contract Value. (See
“Guaranteed Death Benefit”, above.) Second, when Annuity Options involving life contingencies are selected,
we assume the risk that Annuitants will live beyond actuarial life expectancies.

We also assume an expense risk. Actual expenses of administering the Contracts may exceed the amounts
we recover from the Records Maintenance Charge or the administrative cost portion of the daily asset charge.

2. Administration Charge.

We assess each Subaccount a daily asset administration charge at a rate of .15% per annum. This charge
reimburses us for expenses incurred for administering the Contracts. These expenses include Owner inquiries,
changes in allocations, Owner reports, Contract maintenance costs, and data processing costs. The
administration charge covers the average anticipated administrative expenses incurred while the Contracts are
in force. There is not necessarily a direct relationship between the amount of the charge and the administrative
costs of a particular Contract.

3. Records Maintenance Charge.

We deduct an annual Records Maintenance Charge of $30 during the Accumulation Period. The charge is
assessed:

‰ at the end of each Contract Year,
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‰ on Contract surrender, and

‰ upon annuitization.

However, we do not deduct the Records Maintenance Charge for Contracts with Contract Value of at
least $50,000 on the assessment date.

This charge reimburses us for the expenses of establishing and maintaining Contract records. The Records
Maintenance Charge reduces the net assets of each Subaccount, Guarantee Period and the Fixed Account.

The Records Maintenance Charge is assessed equally among all investment options in which you have an
interest.

4. Withdrawal Charge.

We deduct a Withdrawal Charge to cover Contract sales expenses, including commissions and other
promotion and acquisition expenses.

Each Contract Year, you may withdraw or surrender the Contract, without Withdrawal Charge, up to the
greater of:

‰ the excess of Contract Value over total Purchase Payments subject to Withdrawal Charges, minus
prior withdrawals that were previously assessed a Withdrawal Charge, or

‰ 10% of the Contract Value.

If you withdraw a larger amount, the excess Purchase Payments withdrawn are subject to a Withdrawal
Charge. The Withdrawal Charge applies in the first seven Contribution Years following each Purchase
Payment as follows:

Contribution Year
Withdrawal

Charge

First . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7%
Second . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6%
Third . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5%
Fourth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5%
Fifth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4%
Sixth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3%
Seventh . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2%
Eighth and following . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0%

Purchase Payments are deemed surrendered in the order in which they were received.

When a withdrawal is requested, you receive a check in the amount requested. If a Withdrawal Charge
applies, Contract Value is reduced by the Withdrawal Charge, plus the dollar amount sent to you.

Because Contribution Years are based on the date each Purchase Payment is made, you may be subject to
a Withdrawal Charge, even though the Contract may have been issued many years earlier. (For additional
details, see “Withdrawals During the Accumulation Period.”)

Subject to certain exceptions and state approvals, Withdrawal Charges are not assessed on withdrawals:

‰ after you have been confined in a hospital or skilled health care facility for at least 30 days and you
remain confined at the time of the request;

‰ within 30 days following your discharge from a hospital or skilled health care facility after a
confinement of at least 30 days; or

‰ if you or the Annuitant become disabled after the Contract is issued and before age 65.

Restrictions and provisions related to the nursing care or hospitalization disability waivers are described
in Contract endorsements.
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The Withdrawal Charge compensates us for Contract distribution expense. Currently, we anticipate
Withdrawal Charges will not fully cover distribution expenses. Unrecovered distribution expenses may be
recovered from our general assets. Those assets may include proceeds from the mortality and expense risk
charge.

The Withdrawal Charge also applies at annuitization to amounts attributable to Purchase Payments in
their seventh Contribution Year or earlier. No Withdrawal Charge applies upon annuitization if you select
Annuity Options 2, 3 or 4 or if payments under Annuity Option 1 are scheduled to continue for at least five
years. See “The Annuity Period—Annuity Options” for a discussion of the Annuity Options available.

5. Optional Guaranteed Retirement Income Benefit Rider (“GRIB”) Charge.

If you have selected the GRIB Endorsement and it is in force, we will deduct a annual charge of 0.25% of
Contract Value for this rider. We deduct a prorata portion of the charge on the last business day of each
calendar quarter. This quarterly charge is deducted from each Subaccount, each Guarantee Period and the
Fixed Account in which you have value based on the proportion that the value you have in each account bears
to your total Contract Value. The rider terminates at age 91, and we do not charge for this rider after the
Annuitant’s 91st birthday.

6. Transfer Charge.

We currently allow you to make unlimited transfers without charge. We reserve the right to assess a
transfer fee of $25 for the thirteenth and each subsequent transfer during a Contract Year.

7. Investment Management Fees and Other Expenses.

Each Fund or Portfolio’s net asset value may reflect the deduction of investment management fees, Rule
12b-1 fees and general operating expenses. Subject to limitations, you indirectly bear these fees and expenses.
(See “Summary of Expenses.”) For 2004, total annual investment management fees and expenses for the Funds
and Portfolios offered through the Contracts ranged from .53% to 1.79% for average daily portfolio assets.
Further detail is provided in the attached prospectuses for the Funds or Portfolios and the Portfolios’ or Funds’
statements of additional information.

Redemption Fees. A Fund or Portfolio may assess a redemption fee of up to 2% on Subaccount assets that
are redeemed out of the Fund or Portfolio in connection with a withdrawal or transfer. Each Fund or Portfolio
determines the amount of the redemption fee and when the fee is imposed. The redemption fee is retained by
or paid to the Fund or Portfolio and is not retained by us. The redemption fee will be deducted from your
Contract Value. For more information on each Fund or Portfolio’s redemption fee, see the Fund or Portfolio
prospectus.

8. State Premium Taxes.

Certain state and local governments impose a premium tax ranging from 0% to 3.5% of Purchase
Payments. If we pay state premium taxes, we may charge the amount paid against Contract Value upon
annuitization. See “Appendix A—State Premium Tax Chart” in the Statement of Additional Information.

9. Exceptions.

We may decrease the mortality and expense risk charge, the administration charge, and the Records
Maintenance Charge without notice. However, we guarantee that they will not increase. We bear the risk that
those charges will not cover our costs. On the other hand, should the charges exceed our costs, we will not
refund any charges. Any profit is available for corporate purposes including, among other things, payment of
distribution expenses.

We may also reduce or waive fees and charges, including but not limited to, the Records Maintenance
Charge, the Withdrawal Charge, and mortality and expense risk and administration charges, for certain sales
that may result in cost savings, such as those where we incur lower sales expenses or perform fewer services
because of economies due to the size of a group, the average contribution per participant, or the use of mass
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enrollment procedure. We may also reduce or waive fees and charges and/or credit additional amounts on
Contracts issued to:

‰ employees and registered representatives (and their families) of broker-dealers (or their affiliated
financial institutions) that have entered into selling group agreements with Investors Brokerage
Services, Inc. (“IBS”), and

‰ officers, directors and employees (and their families) of KILICO and Scudder Variable Series I and
II, their investment advisers and principal underwriters or certain affiliated companies, or to any
trust, pension, profit-sharing or other benefit plan for such persons.

Reductions in these fees and charges will not unfairly discriminate against any Owner.

THE ANNUITY PERIOD

Contracts may be annuitized under one of several Annuity Options. Annuity payments begin on the
Annuity Date and under the selected Annuity Option. The Annuity Date must be at least one year after the
Date of Issue. Subject to state variation, the Annuity Date may not be deferred beyond the later of the
Annuitant’s 91st birthday (100th birthday if the Contract is part of a Charitable Remainder Trust) or ten years
after the Date of Issue. However, annuitization is delayed beyond the Annuity Date if we are making
systematic withdrawals based on your life expectancy. In this case, annuitization begins when life expectancy
withdrawals are stopped.

1. Annuity Payments.

Annuity payments are based on:

‰ the annuity table specified in the Contract,

‰ the selected Annuity Option, and

‰ the investment performance of the selected Subaccount(s) (if variable annuitization is elected).

Under variable annuitization, the Annuitant receives the value of a fixed number of Annuity Units each
month. An Annuity Unit’s value reflects the investment performance of the Subaccount(s) selected. The
amount of each annuity payment varies accordingly. Annuity payments may be subject to a Withdrawal
Charge. (For additional details, see “Withdrawal Charge.”)

2. Annuity Options.

You may elect one of the Contract’s Annuity Options. You may decide at any time (subject to the
provisions of any applicable retirement plan and state variations) to begin annuity payments before the
Annuitant’s 91st birthday (100th birthday if the Contract is part of a Charitable Remainder Trust) or within
ten years after the Date of Issue, whichever is later. You may change the Annuity Option before the Annuity
Date. If no other Annuity Option is elected, monthly annuity payments are made in accordance with Option 3
below with a ten year period certain. Generally, annuity payments are made in monthly installments.
However, we may make a lump sum payment if the first monthly payment is less than $20. In this case, we
may change the frequency of payments to quarterly, semiannual or annual intervals so that the initial payment
is at least $20.

The amount of periodic annuity payments may depend upon:

‰ the Annuity Option selected;

‰ the age and sex of the Annuitant; and

‰ the investment experience of the selected Subaccount(s).

For example:

‰ if Option 1, income for a specified period, is selected, shorter periods result in fewer payments with
higher values.
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‰ if Option 2, life income, is selected, it is likely that each payment will be smaller than would result
if income for a short period were specified.

‰ if Option 3, life income with installments guaranteed, is selected, each payment will probably be
smaller than would result if the life income option were selected.

‰ if Option 4, the joint and survivor annuity, is selected, each payment is smaller than those
measured by an individual life income option.

The age of the Annuitant also influences the amount of periodic annuity payments because an older
Annuitant is expected to have a shorter life span, resulting in larger payments. The sex of the Annuitant
influences the amount of periodic payments because females generally live longer than males, resulting in
smaller payments. Finally, if you participate in a Subaccount with higher investment performance, it is likely
you will receive a higher periodic payment, and conversely, you will likely receive a lower periodic payment if
you participate in Subaccounts with lower investment performance.

If you die before the Annuity Date, available Annuity Options are limited. Unless you have imposed
restrictions, the Annuity Options available are:

‰ Option 2, or

‰ Option 1 or 3 for a period no longer than the life expectancy of the Beneficiary (but not less than
five years from your death).

If the Beneficiary is not an individual, the entire interest must be distributed within five years of your
death. The death benefit distribution must begin no later than one year from your death, unless a later date is
prescribed by federal regulation.

Option 1—Income for Specified Period.

Option 1 provides an annuity payable monthly for a selected number of years ranging from five to thirty.
Upon the Annuitant’s death, if the Beneficiary is an individual, we automatically continue payments to the
Beneficiary for the remainder of the period specified. If the Beneficiary is not an individual (e.g., an estate or
trust), we pay the discounted value of the remaining payments in the specified period. Although there is no life
contingency risk associated with Option 1, we continue to deduct the daily asset charges for mortality and
expense risks and administrative costs.

If you elect variable annuitization under Option 1, the Annuitant may elect to cancel all or part of the
variable annuity payments remaining due. We will then pay the discounted value of the remaining payments.

For Qualified Plan Contracts, the period selected cannot be longer than the Owner’s life expectancy, in
order to satisfy minimum required distribution rules.

Option 2—Life Income.

Option 2 provides an annuity payable monthly over the lifetime of the Annuitant. If Option 2 is elected,
annuity payments terminate automatically and immediately on the Annuitant’s death without regard to the
number or total amount of payments made. Thus, it is possible for an individual to receive only one payment
if death occurred prior to the date the second payment was due.

Option 3—Life Income with Installments Guaranteed.

Option 3 provides an annuity payable monthly during the Annuitant’s lifetime. However, Option 3 also
provides for the automatic continuation of payments for the remainder of the specified period if the
Beneficiary is an individual and payments have been made for less than the specified period. The period
specified may be five, ten, fifteen or twenty years. If the Beneficiary is not an individual, we pay the discounted
value of the remaining payments in the specified period.

Option 4—Joint and Survivor Annuity.

Option 4 provides an annuity payable monthly while either Annuitant is living. Upon either Annuitant’s
death, the monthly income payable continues over the life of the surviving Annuitant at a percentage specified
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when Option 4 is elected. Annuity payments terminate automatically and immediately upon the surviving
Annuitant’s death without regard to the number or total amount of payments received.

3. Allocation of Annuity.

You may elect payments on a fixed or variable basis, or a combination. Any Fixed Account Contract
Value or Guarantee Period Value is annuitized on a fixed basis. Any Separate Account Contract Value is
annuitized on a variable basis. The MVA Option is not available during the Annuity Period. You may exercise
the transfer privilege during the Accumulation Period. Transfers during the Annuity Period are subject to
certain limitations.

4. Transfers During the Annuity Period.

During the Annuity Period, the Annuitant may, by written request, transfer Subaccount Value from one
Subaccount to another Subaccount or to the Fixed Account, subject to the following limitations:

‰ Transfers to a Subaccount are prohibited during the first year of the Annuity Period; subsequent
transfers are limited to one per year.

‰ All interest in a Subaccount must be transferred.

‰ If we receive notice of transfer to a Subaccount more than seven days before an annuity payment
date, the transfer is effective during the Valuation Period after the date we receive the notice.

‰ If we receive notice of transfer to a Subaccount less than seven days before an annuity payment
date, the transfer is effective during the Valuation Period after the annuity payment date.

‰ Transfers to the Fixed Account are available only on an anniversary of the first Annuity Date. We
must receive notice at least 30 days prior to the anniversary.

‰ Transfers are not allowed from the Fixed Account to the Subaccounts.

A Subaccount’s Annuity Unit value is determined at the end of the Valuation Period preceding the
effective date of the transfer. We may suspend, change or terminate the transfer privilege at any time.

A payee may not have more than three Subaccounts after any transfer.

5. Annuity Unit Value Under Variable Annuity.

Annuity Unit value is determined independently for each Subaccount.

Annuity Unit value for any Valuation Period is:

‰ Annuity Unit value for the preceding Valuation Period, times

‰ the net investment factor for the current Valuation Period, times

‰ an interest factor which offsets the 2.5% per annum rate of investment earnings assumed by the
Contract’s annuity tables.

The net investment factor for a Subaccount for any Valuation Period is:

‰ the Subaccount’s Accumulation Unit value at the end of the current Valuation Period, plus or
minus the per share charge or credit for taxes reserved; divided by

‰ the Subaccount’s Accumulation Unit value at the end of the preceding Valuation Period, plus or
minus the per share charge or credit for taxes reserved.

6. First Periodic Payment Under Variable Annuity.

When annuity payments begin, the value of your Contract interest is:

‰ Accumulation Unit values at the end of the Valuation Period falling on the 20th or 7th day of the
month before the first annuity payment is due, times
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‰ the number of Accumulation Units credited at the end of the Valuation Period, minus

‰ premium taxes and Withdrawal Charges.

The first annuity payment is determined by multiplying the benefit per $1,000 of value shown in the
applicable annuity table by the number of thousands of dollars of Contract Value.

A 2.5% per annum rate of investment earnings is assumed by the Contract’s annuity tables. If the actual
net investment earnings rate exceeds 2.5% per annum, payments increase accordingly. Conversely, if the
actual rate is less than 2.5% per annum, annuity payments decrease.

7. Subsequent Periodic Payments Under Variable Annuity.

Subsequent annuity payments are determined by multiplying the number of Annuity Units by the Annuity
Unit value at the Valuation Period before each annuity payment is due. The first annuity payment is divided by
the Annuity Unit value as of the Annuity Date to establish the number of Annuity Units representing each
annuity payment. This number does not change.

8. Fixed Annuity Payments.

Each Fixed Annuity payment is determined from tables we prepare. These tables show the monthly
payment for each $1,000 of Contract Value allocated to a Fixed Annuity. Payment is based on the Contract
Value at the date before the annuity payment is due. Fixed Annuity payments do not change regardless of
investment, mortality or expense experience.

9. Death Benefit Proceeds.

If the Annuitant dies after the Annuity Date while the Contract is in force, the death benefit proceeds, if
any, depend upon the form of annuity payment in effect at the time of death. (See “Annuity Options.”)

FEDERAL TAX CONSIDERATIONS

The following discussion is general in nature and is not intended as tax advice. Each person concerned
should consult a competent tax adviser. No attempt is made to consider any applicable state tax or other tax
laws.

We believe that our Contracts will qualify as annuity contracts for Federal income tax purposes and the
following discussion assumes that they will so qualify.

When you invest in an annuity contract, you usually do not pay taxes on your investment gains until you
withdraw the money—generally for retirement purposes. In this way, annuity contracts have been recognized
by the tax authorities as a legitimate means of deferring tax on investment income.

If you invest in a variable annuity as part of an IRA, Roth IRA, SIMPLE IRA or SEP IRA program, your
Contract is called a Qualified Contract. If your annuity is independent of any formal retirement or pension
plan, it is called a Non-Qualified Contract.

We believe that if you are a natural person you will not be taxed on increases in the Contract Value of
your Contract until a distribution occurs or until annuity payments begin. (The agreement to assign or pledge
any portion of a Contract’s accumulation value generally will be treated as a distribution.) When annuity
payments begin on a Non-Qualified Contract, you will be taxed only on the investment gains you have earned
and not on the payments you made to purchase the Contract. Generally, withdrawals from your annuity
should only be made once the annuitant reaches age 59½, dies or is disabled, otherwise a tax penalty of ten
percent of the amount treated as income could be applied against any amounts included in income, in addition
to the tax otherwise imposed on such amount.

A. TAXATION OF NON-QUALIFIED CONTRACTS

Non-Natural Person. If a non-natural person (such as a corporation or a trust) owns a non-qualified
annuity contract, the owner generally must include in income any increase in the excess of the accumulation
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value over the investment in the contract (generally, the Purchase Payments or other consideration paid for the
contract) during the taxable year. There are some exceptions to this rule and a prospective owner that is not a
natural person should discuss these with a tax adviser.

The following discussion generally applies to Contracts owned by natural persons.

Withdrawals. When a withdrawal from a Non-Qualified Contract occurs, the amount received will be
treated as ordinary income subject to tax up to an amount equal to the excess (if any) of the accumulation
value immediately before the distribution over the owner’s investment in the Contract (generally, the Purchase
Payments or other consideration paid for the Contract, reduced by any amount previously distributed from the
Contract that was not subject to tax) at that time. In the case of a surrender under a Non-Qualified Contract,
the amount received generally will be taxable only to the extent it exceeds the owner’s investment in the
contract.

Penalty Tax on Certain Withdrawals. In the case of a distribution from a Contract, there may be imposed
a Federal tax penalty equal to ten percent of the amount treated as income. In general, however, there is no
penalty on distributions:

‰ made on or after the taxpayer reaches age 59½;

‰ made on or after the death of an owner;

‰ attributable to the taxpayer’s becoming disabled; or

‰ made as part of a series of substantially equal periodic payments for the life (or life expectancy) of
the taxpayer.

Other exceptions may apply under certain circumstances and special rules may apply in connection with
the exceptions enumerated above. Additional exceptions apply to distributions from a Qualified Contract. You
should consult a tax adviser with regard to exceptions from the penalty tax.

Annuity Payments. Although tax consequences may vary depending on the annuity option elected under
an annuity contract, a portion of each annuity payment is generally not taxed and the remainder is taxed as
ordinary income. The non-taxable portion of an annuity payment is generally determined in a manner that is
designed to allow you to recover your investment in the contract ratably on a tax-free basis over the expected
stream of annuity payments, as determined when annuity payments start. Once your investment in the
contract has been fully recovered, however, the full amount of each annuity payment is subject to tax as
ordinary income.

If the Contract includes the Guaranteed Retirement Income Benefit Endorsement the Guaranteed
Retirement Income Benefit Endorsement (the “GRIB Endorsement”), and the Guaranteed Retirement Income
Base is greater than the Contract Value, it is possible that the income on the Contract could be a greater
amount than would otherwise be the case. This could result in a larger amount being included in connection
with a partial withdrawal, assignment, pledge, or other transfer.

There is also some uncertainty regarding the treatment of the market value adjustment for purposes of
determining the income on the Contract. This uncertainty could result in the income on the Contract being a
greater (or lesser) amount.

Taxation of Death Benefit Proceeds. Amounts may be distributed from a Contract because of your death
or the death of the annuitant. Generally, such amounts are includible in the income of the recipient as follows:
(i) if distributed in a lump sum, they are taxed in the same manner as a surrender of the Contract, or (ii) if
distributed under an annuity option, they are taxed in the same way as annuity payments.

With respect to a Contract issued with the GRIB Endorsement, the annuitant may elect to receive a lump
sum payment after the Annuity Date. In the case of a Non-Qualified Plan Contract, the Company will treat a
portion of such a lump sum payment as includible in income, and will determine the taxable portion of
subsequent periodic payments by applying an exclusion ratio to the periodic payments. However, the Federal
income tax treatment of such a lump sum payment, and of the periodic payments made thereafter, is
uncertain. It is possible the Internal Revenue Service (“IRS”) could take a position that greater amounts are
includible in income than the Company currently believes is the case. Prior to electing a lump sum payment
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after the Annuity Date, you should consult a tax adviser about the tax implications of making such an
election.

Transfers, Assignments or Exchanges of a Contract. A transfer or assignment of ownership of a Contract,
the designation of an annuitant or payee other than an owner, the selection of certain annuity start dates, or
the exchange of a Contract may result in certain tax consequences to you that are not discussed herein. An
owner contemplating any such transfer, assignment, designation or exchange, should consult a tax adviser as
to the tax consequences.

Withholding. Annuity distributions are generally subject to withholding for the recipient’s Federal income
tax liability. Recipients can generally elect, however, not to have tax withheld from distributions.

Multiple Contracts. All non-qualified deferred annuity contracts that are issued by us (or our affiliates) to
the same owner during any calendar year are treated as one annuity contract for purposes of determining the
amount includible in such owner’s income when a taxable distribution occurs.

Separate Account Charges. It is possible that the IRS may take a position that rider charges are deemed to
be taxable distributions to you. Although we do not believe that a rider charge under the Contract should be
treated as a taxable withdrawal, you should consult your tax adviser prior to selecting any rider or
endorsement under the Contract.

B. TAXATION OF QUALIFIED CONTRACTS

The tax rules that apply to Qualified Contracts vary according to the type of retirement plan and the
terms and conditions of the plan.

Your rights under a Qualified Contract may be subject to the terms of the retirement plan itself, regardless
of the terms of the Qualified Contract. Adverse tax consequences may result if you do not ensure that
contributions, distributions and other transactions with respect to the Contract comply with the law.

1. Qualified Plan Types.

Individual Retirement Annuities (IRAs). IRAs, as defined in Section 408 of the Tax Code, permit
individuals to make annual contributions of up to the lesser of $4,000 for 2005 ($4,500 if age 50 or older by
the end of 2005) or 100% of the compensation included in your income for the year. The contributions may
be deductible in whole or in part, depending on the individual’s income. Distributions from certain pension
plans may be “rolled over” into an IRA on a tax-deferred basis without regard to these limits. Amounts in the
IRA (other than nondeductible contributions) are taxed when distributed from the IRA. A 10% penalty tax
generally applies to distributions made before age 59½, unless certain exceptions apply. The IRS has reviewed
the Contract and its traditional IRA and SIMPLE IRA riders and has issued an opinion letter approving the
form of the Contract and the riders for use as a traditional IRA and a SIMPLE IRA.

SIMPLE IRAs. Simple IRAs permit certain small employers to establish SIMPLE plans as provided by
Section 408(p) of the Code, under which employees may elect to defer to a SIMPLE IRA a percentage of
compensation up to a limit specified in the Code (as increased for cost of living adjustments). The sponsoring
employer is required to make matching or non-elective contributions on behalf of the employees. Distributions
from SIMPLE IRAs are subject to the same restrictions that apply to IRA distributions and are taxed as
ordinary income. Subject to certain exceptions, premature distributions prior to age 59½ are subject to a 10%
penalty tax, which is increased to 25% if the distribution occurs within the first two years after the
commencement of the employee’s participation in the plan.

Roth IRAs. Roth IRAs, as described in Tax Code section 408A, permit certain eligible individuals to make
non-deductible contributions to a Roth IRA up to a limit specified in the Code or as a rollover or transfer from
another Roth IRA or other IRA. A rollover from or conversion of an IRA to a Roth IRA is generally subject to
tax and other special rules apply. The owner may wish to consult a tax adviser before combining any
converted amounts with any other Roth IRA contributions, including any other conversion amounts from
other tax years. Distributions from a Roth IRA generally are not taxed, except that, once aggregate
distributions exceed contributions to the Roth IRA, income tax and a 10% penalty tax may apply to
distributions made (1) before age 59½ (subject to certain exceptions) or (2) during the five taxable years
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starting with the year in which the first contribution is made to any Roth IRA. A 10% penalty tax may apply
to amounts attributable to a conversion from an IRA if they are distributed during the five taxable years
beginning with the year in which the conversion was made. Unlike the traditional IRA, there are no minimum
required distributions during the owner’s lifetime; however, required distributions at death are generally the
same.

SEP IRAs. SEP IRAs, as described in Tax Code section 408(k), permit employers to make contributions to
IRAs on behalf of their employees. SEP IRAs generally are subject to the same tax rules and limitations
regarding distributions as IRAs, and they are subject to additional requirements regarding plan participation
and limits on contributions.

Corporate and Self-Employed (“H.R. 10” and “Keogh”)Pension and Profit-Sharing Plans. The Code
permits corporate employers to establish various types of tax-favored retirement plans for employees. The Self-
Employed Individuals’ Tax Retirement Act of 1962, as amended, commonly referred to as “H.R. 10” or
“Keogh”, permits self-employed individuals also to establish such tax-favored retirement plans for themselves
and their employees. Such retirement plans may permit the purchase of the Contracts in order to provide
benefits under the plans. The Contract provides a death benefit that in certain circumstances may exceed the
greater of the Purchase Payments and the Contract Value. It is possible that such death benefit could be
characterized as an incidental death benefit. There are limitations on the amount of incidental benefits that
may be provided under pension and profit sharing plans. In addition, the provision of such benefits may result
in current taxable income to participants. Employers intending to use the Contract in connection with such
plans should seek competent advice.

Tax-Sheltered Annuities. Code Section 403(b) permits public school employees and employees of certain
types of charitable, educational and scientific organizations to have their employers purchase annuity contracts
for them and, subject to certain limitations, to exclude the amount of purchase payments from taxable gross
income. These annuity contracts are commonly referred to as “tax-sheltered annuities”. If you purchase a
Contract for such purposes, you should seek competent advice as to eligibility, limitations on permissible
amounts of purchase payments and other tax consequences associated with the Contracts. In particular, you
should consider that the Contract provides a death benefit that in certain circumstances may exceed the greater
of the Purchase Payments and the Contract Value. It is possible that such death benefit could be characterized
as an incidental death benefit. If the death benefit were so characterized, this could result in currently taxable
income to you. In addition, there are limitations on the amount of incidental benefits that may be provided
under a tax-sheltered annuity. Even if the death benefit under the Contract were characterized as an incidental
death benefit, it is unlikely to violate those limits unless you also purchase a life insurance contract as part of
your tax-sheltered annuity plan.

Tax-sheltered annuity contracts must contain restrictions on withdrawals of:

‰ contributions made pursuant to a salary reduction agreement in years beginning after December
31, 1988,

‰ earnings on those contributions, and

‰ earnings after December 31, 1988 on amounts attributable to salary reduction contributions held
as of December 31, 1988.

These amounts can be paid only if you have reached age 59½, severed employment, died, or become
disabled (within the meaning of the tax law), or in the case of hardship (within the meaning of the tax law).
Amounts permitted to be distributed in the event of hardship are limited to actual contributions; earnings
thereon cannot be distributed on account of hardship. Amounts subject to the withdrawal restrictions
applicable to Code Section 403(b)(7) custodial accounts may be subject to more stringent restrictions. (These
limitations on withdrawals generally do not apply to the extent you direct us to transfer some or all of the
Contract Value to the issuer of another tax-sheltered annuity or into a Code Section 403(b)(7) custodial
account.) Additional restrictions may be imposed by the plan sponsor.

Deferred Compensation Plans of State and Local Governments and Tax-Exempt Organizations. The
Code permits employees of state and local governments and tax-exempt organizations to defer a portion of
their compensation without paying current taxes. The employees must be participants in an eligible deferred
compensation plan. Generally, a Contract purchased by a state or local government or a tax-exempt
organization will not be treated as an annuity contract for Federal income tax purposes. Those who intend to
use the Contracts in connection with such plans should seek competent advice.
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2. Direct Rollovers

If the Contract is used in connection with a retirement plan that is qualified under Sections 401(a), 403(a),
or 403(b) of the Code or with an eligible government deferred compensation plan that is qualified under Code
Section 457(b), any “eligible rollover distribution” from the Contract will be subject to “direct rollover” and
mandatory withholding requirements. An eligible rollover distribution generally is any taxable distribution
from such a qualified retirement plan, excluding certain amounts such as:

‰ minimum distributions required under Section 401(a)(9) of the Code, and

‰ certain distributions for life, life expectancy, or for ten years or more which are part of a “series of
substantially equal periodic payments.”

Under these requirements, Federal income tax equal to 20% of the eligible rollover distribution will be
withheld from the amount of the distribution. Unlike withholding on certain other amounts distributed from
the Contract, discussed below, you cannot elect out of withholding with respect to an eligible rollover
distribution. However, this 20% withholding will not apply if, instead of receiving the eligible rollover
distribution, you elect to have it directly transferred to certain types of qualified retirement plans. Prior to
receiving an eligible rollover distribution, a notice will be provided explaining generally the direct rollover and
mandatory withholding requirements and how to avoid the 20% withholding by electing a direct rollover.

C. TAX STATUS OF THE CONTRACTS

Tax law imposes several requirements that variable annuities must satisfy in order to receive the tax
treatment normally accorded to annuity contracts.

Diversification Requirements. The Tax Code requires that the investments of each investment division of
the variable account underlying the Contracts be “adequately diversified” in order for the Contracts to be
treated as annuity contracts for Federal income tax purposes. It is intended that each investment division,
through the fund in which it invests, will satisfy these diversification requirements.

Owner Control. In some circumstances, owners of variable annuity contracts who retain excessive control
over the investment of the underlying portfolio assets of the variable account may be treated as the owners of
those assets and may be subject to tax on income produced by those assets. Although there is limited published
guidance in this area and it does not address certain aspects of the Contracts, we believe that the owner of a
Contract should not be treated as the owner of the underlying assets. We reserve the right to modify the
Contracts to bring them into conformity with applicable standards should such modification be necessary to
prevent owners of the Contracts from being treated as the owners of the underlying portfolio assets of the
variable account.

Required Distributions. In order to be treated as an annuity contract for Federal income tax purposes,
section 72(s) of the Tax Code requires any Non-Qualified Contract to contain certain provisions specifying
how your interest in the Contract will be distributed in the event of the death of a holder of the Contract.
Specifically, section 72(s) requires that (a) if any owner dies on or after the annuity starting date, but prior to
the time the entire interest in the Contract has been distributed, the entire interest in the Contract will be
distributed at least as rapidly as under the method of distribution being used as of the date of such owner’s
death; and (b) if any owner dies prior to the annuity start date, the entire interest in the Contract will be
distributed within five years after the date of such owner’s death. These requirements will be considered
satisfied as to any portion of an owner’s interest which is payable to or for the benefit of a designated
beneficiary and which is distributed over the life of such designated beneficiary or over a period not extending
beyond the life expectancy of that beneficiary, provided that such distributions begin within one year of the
owner’s death. The designated beneficiary refers to a natural person designated by the owner as a beneficiary
and to whom ownership of the Contract passes by reason of death. However, if the designated beneficiary is
the surviving spouse of the deceased owner, the Contract may be continued with the surviving spouse as the
new owner.

The Non-Qualified Contracts contain provisions that are intended to comply with these Tax Code
requirements, although no regulations interpreting these requirements have yet been issued. We intend to
review such provisions and modify them if necessary to assure that they comply with the applicable
requirements when such requirements are clarified by regulation or otherwise.

Other rules may apply to Qualified Contracts.
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FEDERAL INCOME TAX WITHHOLDING

We withhold and send to the U.S. Government a part of the taxable portion of each distribution unless
the annuitant notifies us before distribution of an available election not to have any amounts withheld. In
certain circumstances, we may be required to withhold tax. The withholding rates for the taxable portion of
periodic annuity payments are the same as the withholding rates for wage payments. In addition, the
withholding rate for the taxable portion of non-periodic payments (including withdrawals prior to the
maturity date and conversions of, or rollovers from, non-Roth IRAs to Roth IRAs) is 10%. The withholding
rate for eligible rollover distributions is 20%.

If you purchased a Qualified Plan Contract with a GRIB Endorsement and elect to receive a lump sum
payment of a portion of the annuity income payments, it is possible that the remaining annuity income
payments will not satisfy the minimum distribution requirements. You should consult a tax adviser about the
implications under the minimum distribution requirements of taking a lump sum payment under the GRIB
Endorsement.

D. OTHER TAX ISSUES

Qualified Contracts have minimum distribution rules that govern the timing and amount of distributions.
You should consult a tax adviser for more information about these distribution rules.

Distributions from Qualified Contracts generally are subject to withholding for the owner’s Federal
income tax liability. The withholding rate varies according to the type of distribution and the owner’s tax
status. The owner will be provided the opportunity to elect to not have tax withheld from distributions.

E. OUR TAXES

At the present time, we make no charge for any Federal, state or local taxes (other than the charge for
state and local premium taxes) that we incur that may be attributable to the subaccounts of the variable
account or to the Contracts. We do have the right in the future to make additional charges for any such tax or
other economic burden resulting from the application of the tax laws that we determine is attributable to the
subaccounts of the variable account or the Contracts.

Under current laws in several states, we may incur state and local taxes (in addition to premium taxes).
These taxes are not now significant and we are not currently charging for them. If they increase, we may
deduct charges for such taxes.

F. FEDERAL ESTATE TAXES

While no attempt is being made to discuss the Federal estate tax implications of the Contract, a purchaser
should keep in mind that the value of an annuity contract owned by a decedent and payable to a beneficiary
by virtue of surviving the decedent is included in the decedent’s gross estate. Depending on the terms of the
annuity contract, the value of the annuity included in the gross estate may be the value of the lump sum
payment payable to the designated beneficiary or the actuarial value of the payments to be received by the
beneficiary. You should consult an estate planning adviser for more information.

G. GENERATION-SKIPPING TRANSFER TAX

Under certain circumstances, the Code may impose a “generation skipping transfer tax” when all or part
of an annuity contract is transferred to, or a death benefit is paid to, an individual two or more generations
younger than the owner. Regulations issued under the Code may require us to deduct the tax from your
Contract, or from any applicable payment, and pay it directly to the IRS.

H. ANNUITY PURCHASES BY RESIDENTS OF PUERTO RICO

In Rev. Rul. 2004-75, 2004-31 I.R.B. 109, the IRS recently announced that income received by residents
of Puerto Rico under life insurance or annuity contracts issued by a Puerto Rico branch of a United States Life
Insurance Company is U.S.-source income that is generally subject to United States Federal income tax.
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I. ANNUITY PURCHASES BY NONRESIDENT ALIENS AND FOREIGN CORPORATIONS

The discussion above provides general information regarding U.S. Federal income tax consequences to
annuity purchasers that are U.S. citizens or residents. Purchasers that are not U.S. citizens or residents will
generally be subject to U.S. Federal withholding tax on taxable distributions from annuity contracts at a 30%
rate, unless a lower treaty rate applies. In addition, purchasers may be subject to state and/or municipal taxes
and taxes that may be imposed by the purchaser’s country of citizenship or residence. Prospective purchasers
are advised to consult with a qualified tax adviser regarding U.S. state, and foreign taxation with respect to an
annuity contract purchase.

J. POSSIBLE TAX LAW CHANGES

Although the likelihood of legislative changes is uncertain, there is always the possibility that the tax
treatment of the Contracts could change by legislation or otherwise. Consult a tax adviser with respect to
legislative developments and their effect on the Contract.

We have the right to modify the Contract in response to legislative changes that could otherwise diminish
the favorable tax treatment that annuity contract owners currently receive. We make no guarantee regarding
the tax status of any Contract and do not intend the above discussion as tax advice.

DISTRIBUTION OF CONTRACTS

We entered into a principal underwriting agreement with Investors Brokerage Services, Inc. (“IBS”), 2500
Westfield Drive, Elgin, IL 60123, for the sale of the Contracts. IBS is an affiliate of Chase Insurance Life and
Annuity Company. IBS is registered as a broker-dealer with the Securities and Exchange Commission under
the Securities Exchange Act of 1934, as well as with the securities commissions in the states in which it
operates, and is a member of NASD, Inc. IBS is a member of the Securities Investor Protection Corporation.

The Contracts are no longer offered for sale to the public. The Contracts were sold exclusively by licensed
insurance agents affiliated with Farmers Insurance Group, and only in those states where the Contract was
lawfully sold. The agents were also registered representatives of IBS. Other distributors may sell and service
contracts with different contract features, charges and investment options.

Sales commissions may vary, but are not expected to exceed 6.25% of Purchase Payments. With respect
to Contracts issued on or after April 20, 2000 with the GRIB Endorsement, annuitization compensation of 2%
is paid on Contracts that are seven years old or older and that are annuitized for a period of five or more
years. Commissions are not charged directly to Contract Owners or the Separate Account. We intend to
recoup commissions and other sales expenses through fees and charges deducted under the Contract and other
corporate revenue. Ask your sales representative for further information about what your sales representative
and the selling firm for which he or she works may receive in connection with your purchase and annuitization
of a Contract.

You should be aware that any selling firm or its sales representatives may receive different compensation
or incentives for selling one product over another. As such, they may be inclined to favor or disfavor one
product over another due to differing rates of compensation. You may wish to take such payments into
account when considering and evaluating any recommendation relating to the Contracts.

VOTING RIGHTS

Proxy materials in connection with any Fund shareholder meeting are delivered to each Owner with
Subaccount interests invested in the Fund as of the record date. Proxy materials include a voting instruction
form. We vote all Fund shares proportionately in accordance with instructions received from Owners. We will
also vote any Fund shares attributed to amounts we have accumulated in the Subaccounts in the same
proportion that Owners vote.

A Fund is not required to hold annual shareholders’ meetings. Funds hold special meetings as required or
deemed desirable for such purposes as electing trustees, changing fundamental policies or approving an
investment advisory agreement.
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Owners have voting rights in a Fund or Portfolio based upon the Owner’s proportionate interest in the
corresponding Subaccount as measured by units. Owners have voting rights before surrender, the Annuity
Date or the death of the Annuitant. Thereafter, the Annuitant entitled to receive Variable Annuity payments
has voting rights. During the Annuity Period, Annuitants’ voting rights decrease as Annuity Units decrease.

REPORTS TO CONTRACT OWNERS AND INQUIRIES

After each Contract anniversary, we send you a statement showing amounts credited to each Subaccount,
to the Fixed Account Option and to the Guarantee Period Value. In addition, if you transfer amounts among
the investment options or make additional payments, you receive written confirmation of these transactions.
We will also send a current statement upon your request. We also send you annual and semi-annual reports
for the Funds or Portfolios that correspond to the Subaccounts in which you invest and a list of the securities
held by that Fund or Portfolio.

You may direct inquiries to the selling agent or may contact the Annuity Contact Center.

DOLLAR COST AVERAGING

Under our Dollar Cost Averaging program, a predesignated portion of Subaccount Value is automatically
transferred monthly, quarterly, semiannually or annually for a specified duration to other Subaccounts,
Guarantee Periods and the Fixed Account. The DCA theoretically gives you a lower average cost per unit over
time than you would receive if you made a one time purchase of the selected Subaccounts. There is no
guarantee that DCA will produce that result. There is currently no charge for this service. The Dollar Cost
Averaging program is available only during the Accumulation Period. You may also elect transfers from the
Fixed Account on a monthly or quarterly basis for a minimum duration of one year. You may enroll any time
by completing our Dollar Cost Averaging form. Transfers are made based on the date you specify. We must
receive the enrollment form at least five business days before the transfer date.

If you participate in the Dollar Cost Averaging program, you may allocate all or a portion of the initial
Purchase Payment to the Scudder Money Market Subaccount #2. This is the only Subaccount with no
deduction for the 1.40% charge for mortality and expense risks and administrative costs. You must transfer all
Subaccount Value out of Scudder Money Market Subaccount #2 within one year from the initial Purchase
Payment. If you terminate Dollar Cost Averaging or do not deplete all Subaccount Value in Scudder Money
Market Subaccount #2 within one year, we automatically transfer any remaining Subaccount Value to Scudder
Money Market Subaccount #1.

The minimum transfer amount is $100 per Subaccount, Guarantee Period or Fixed Account. The total
Contract Value in an account at the time Dollar Cost Averaging is elected must be at least equal to the amount
designated to be transferred on each transfer date times the duration selected.

Dollar Cost Averaging ends if:

‰ the number of designated monthly transfers has been completed,

‰ Contract Value in the transferring account is insufficient to complete the next transfer; the
remaining amount is transferred,

‰ we receive your written termination at least five business days before the next transfer date, or

‰ the Contract is surrendered or annuitized.

If the Fixed Account balance is at least $10,000, you may elect automatic calendar quarter transfers of
interest accrued in the Fixed Account to one or more of the Subaccounts or Guarantee Periods. You may
enroll in this program any time by completing our Dollar Cost Averaging form. Transfers are made within five
business days of the end of the calendar quarter. We must receive the enrollment form at least ten days before
the end of the calendar quarter.

Dollar Cost Averaging is not available during the Annuity Period.
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SYSTEMATIC WITHDRAWAL PLAN

We offer a Systematic Withdrawal Plan (“SWP”) allowing you to pre-authorize periodic withdrawals
during the Accumulation Period. You instruct us to withdraw selected amounts, or amounts based on your life
expectancy, from the Fixed Account, or from any of the Subaccounts or Guarantee Periods on a monthly,
quarterly, semi-annual or annual basis. The SWP is available when you request a minimum $100 periodic
payment. A Market Value Adjustment applies to any withdrawals under the SWP from a Guarantee Period,
unless effected within 30 days after the Guarantee Period ends. SWP withdrawals from the Fixed Account are
not available in the first Contract Year and are limited to the amount not subject to Withdrawal Charges. If
the amounts distributed under the SWP from the Subaccounts or Guarantee Periods exceed the free
withdrawal amount, the Withdrawal Charge is applied on any amounts exceeding the free withdrawal
amount. Withdrawals taken under the SWP may be subject to the 10% tax penalty on early withdrawals and
to income taxes and withholding. If you are interested in SWP, you may obtain an application and information
concerning this program and its restrictions from us or your agent. We give 30 days’ notice if we amend the
SWP. The SWP may be terminated at any time by you or us.

EXPERTS

The consolidated balance sheets of KILICO as of December 31, 2004 and 2003, and the related
consolidated statements of operations, comprehensive income (loss), stockholder’s equity, and cash flows for
each of the three years in the period ended December 31, 2004, are incorporated in this Prospectus by
reference to the Statement of Additional Information. The statements of assets, liabilities and contract owners’
equity of the KILICO Variable Annuity Separate Account as of December 31, 2004, and the related statements
of operations and changes in contract owners’ equity for the periods indicated, are incorporated in this
Prospectus by reference to the Statement of Additional Information. Both documents have been so
incorporated in reliance on the report of PricewaterhouseCoopers LLP, an independent registered public
accounting firm, given on the authority of said firm as experts in auditing and accounting.

LEGAL PROCEEDINGS

KILICO has been named as defendant in certain lawsuits incidental to our insurance business. Based upon
the advice of legal counsel, our management believes that the resolution of these various lawsuits will not
result in any material adverse effect on our consolidated financial position.

FINANCIAL STATEMENTS

The financial statements of KILICO and the Separate Account are set forth in the Statement of Additional
Information. The financial statements of KILICO should be considered primarily as bearing on our ability to
meet our obligations under the Contracts. The Contracts are not entitled to participate in our earnings,
dividends or surplus.

CONTRACTS ISSUED BEFORE NOVEMBER 1, 2001

Guaranteed Retirement Income Benefit (“GRIB”) was an optional Contract benefit available under
Contracts issued on or after May 1, 2000 and before May 1, 2002. GRIB is not offered on Contracts issued on
or after May 1, 2002. We reserve the right to begin offering GRIB at any time.

GRIB provides a minimum fixed annuity guaranteed lifetime income to the Annuitant as described below.
GRIB may be exercised only within 30 days after the seventh or later Contract anniversary. In addition, GRIB
must be exercised between the Annuitant’s 60th and 91st birthdays. However, if the Annuitant is age 44 or
younger on the Date of Issue, GRIB may be exercised after the Contract’s 15th Anniversary, even though the
Annuitant is not yet 60 years old. GRIB may not be appropriate for Annuitants age 80 and older. State
premium taxes may be assessed when you exercise GRIB.

If you elected GRIB, the charge is 0.25% of Contract Value. We deduct a pro rata portion of the charge
on the last business day of each calendar quarter. The quarterly charge is deducted pro rata from the
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investment options in which you have an interest. We no longer charge for GRIB after the Annuitant’s 91st
birthday. The GRIB charge is in addition to the Contract fees and expenses appearing in the “Summary of
Expenses”. You may cancel the GRIB Endorsement at any time by written notice to us. Once discontinued,
GRIB may not be elected again. Since any guaranteed benefits under GRIB will be lost, you should carefully
consider your decision to cancel GRIB.

GRIB only applies to the determination of income payments upon annuitization in the circumstances
described in this section of the Prospectus. It is not a guarantee of Contract Value or performance. This benefit
does not enhance the amounts paid in partial withdrawals, surrenders, or death benefits. If you surrender your
Contract, you will not receive any benefit under this optional benefit.

Annuity Payments with GRIB

Annuity payments are based on the greater of:

‰ the income provided by applying the GRIB base to the guaranteed annuity factors, and

‰ the income provided by applying the Contract Value to the current annuity factors.

The GRIB base is the greatest of:

‰ Contract Value,

‰ Purchase Payments minus previous withdrawals, accumulated at 5.00% interest per year to the
earlier of the Annuitant’s age 80 or the GRIB exercise date plus Purchase Payments minus all
withdrawals from age 80 to the GRIB exercise date, and

‰ the greatest anniversary value before the exercise date.

The greatest anniversary value equals:

‰ the highest of the Contract Values on each Contract anniversary prior to the Annuitant’s age 81,
plus

‰ the dollar amount of any Purchase Payments made since that anniversary, minus

‰ withdrawals since that anniversary.

The guaranteed annuity factors are based on the 1983a table projected using projection scale G, with
interest at 2.5% (the “Annuity 2000” table). However, if GRIB is exercised on or after the 10th Contract
anniversary, interest at 3.5% is assumed. Contracts issued in the state of Montana or in connection with
certain employer-sponsored employee benefit plans are required to use unisex annuity factors. In such cases,
the guaranteed annuity factors will be based on unisex rates.

Because GRIB is based on conservative actuarial factors, the income guaranteed may often be less than the
income provided under the regular provisions of the Contract. If the regular annuitization provisions would
provide a greater benefit than GRIB, the greater amount will be paid.

GRIB is paid for the life of a single Annuitant or the lifetimes of two Annuitants. If paid for the life of a
single Annuitant, GRIB is paid in the amount determined above. If paid for the lifetimes of two Annuitants,
GRIB is paid in the amount determined above, but the age of the older Annuitant is used to determine the
GRIB base.

If you elect GRIB payable for the life of a single Annuitant, you may elect a period certain of 5, 10, 15, or
20 years. If the Annuitant dies before GRIB has been paid for the period elected, the remaining GRIB
payments are paid as they fall due to the Beneficiary, if the Beneficiary is a natural person. If the Beneficiary is
not a natural person, the remaining payments may be commuted at a minimum 2.5% interest rate and paid in
a lump sum.

If you elect GRIB payable for the lifetimes of two Annuitants, the period certain is 25 years. The full
GRIB is payable as long as at least one of the two Annuitants is alive, but for no less than 25 years. If both
Annuitants die before GRIB has been paid for 25 years, the remaining GRIB payments are paid as they fall due
to the Beneficiary, if the Beneficiary is a natural person. If the Beneficiary is not a natural person, the
remaining payments may be commuted at a minimum 2.50% interest rate and paid in a lump sum.
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GRIB payments are also available on a quarterly, semi-annual or annual basis. We may make other
annuity options available.

Commutable Annuitization Option

If you purchased your Contract on or after May 1, 2000, and you exercise the GRIB option to receive
guaranteed benefits, you may elect to have payments made under a commutable annuitization option. Under
the commutable annuitization option, partial lump sum payments are permitted, subject to the following
requirements:

‰ At the time you exercise the GRIB option, you must elect the commutable annuitization option in
order to be eligible for the lump sum payments.

‰ Lump sum payments are available only during the period certain applicable under the payout
option you elected. For example, lump sum payments can be elected only during the 5, 10, 15, or
20 year certain period that applies to the payout.

‰ Lump sum payments are available once in each calendar year and may not be elected until one year
after annuitization has started.

‰ The Annuitant may elect to receive a partial lump sum payment of the present value of the
remaining payments in the period certain subject to the restrictions described below. If a partial
lump sum payment is elected, the remaining payments in the period certain will be reduced based
on the ratio of the amount of the partial withdrawal to the amount of the present value of the
remaining installments in the period certain prior to the withdrawal. If the Annuitant is still living
after the period certain is over, the Annuitant will begin receiving the original annuitization
payment amount again.

‰ Each time that a partial lump sum payment is made, we will determine the percentage that the
payment represents of the present value of the remaining installments in the period certain. For
Non-Qualified Plan Contracts, the sum of these percentages over the life of the Contract cannot
exceed 75%. For Qualified Plan Contracts, partial lump sum payments of up to 100% of the
present value of the remaining installments in the period certain may be made.

‰ In determining the amount of the lump sum payment that is available, the present value of the
remaining installments in the period certain will be calculated based on an interest rate equal to the
GRIB annuity factor interest rate (3.5% if GRIB was exercised on or after the 10th Contract
anniversary; 2.5% if exercised before that date) plus an interest rate adjustment. The interest rate
adjustment is equal to the following:

Number of years remaining in the period certain Interest rate Adjustment

15 or more years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.00%
10–14 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.50%
less than 10 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.00%

Effect of Death of Owner or Annuitant on GRIB

The GRIB terminates upon the death of the Owner or the Annuitant (if the Owner is not a natural
person) unless the Owner’s or Annuitant’s surviving spouse elects to continue the Contract as described in the
“Guaranteed Death Benefit” section above. A spouse may continue only a Non-Qualified Plan Contract or an
Individual Retirement Annuity.

If the spouse elects to continue the Contract as the new Owner and receive any increase in Contract Value
attributable to the death benefit, the GRIB is modified as follows:

The GRIB base is calculated from the time the election to continue the Contract is made. GRIB may not
be exercised or canceled prior to the seventh Contract Year anniversary date following the spouse’s election to
continue the Contract. However, we will waive all other age restrictions that would apply to exercising GRIB.
The spouse may also elect to discontinue GRIB within 30 days of the date the election to continue the
Contract is made.

If the spouse elects to continue the Contract without receiving any increase in Contract Value attributable
to the death benefit, all rights, benefits and charges under the Contract, including the GRIB charge and the
right to exercise GRIB based on the existing exercise period, will continue unchanged.
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APPENDIX A

ILLUSTRATION OF THE NEW “FLOOR” ON THE DOWNWARD MVA

Purchase Payment $40,000
Guarantee Period 5 Years
Guaranteed Interest Rate 5% Annual Effective Rate

The following examples illustrate how the new “floor” on a downward MVA may affect the values of
your Contract upon a withdrawal. In these examples, the Guarantee Period starts on the Effective Date of the
MVA Endorsement (i.e., the Start Date); a withdrawal occurs one year after the Start Date. The MVA operates
in a similar manner for transfers. No Withdrawal Charge applies to transfers.

The Guarantee Period Value for this $40,000.00 Purchase Payment is $51,051.26 at the end of the five-
year Guarantee Period. After one year, when the first withdrawals occur in these examples, the Guarantee
Period Value is $42,000.00. It is also assumed, for the purposes of these examples, that no prior partial
withdrawals or transfers have occurred.

A downward MVA results from a full or partial withdrawal that occurs when interest rates have
increased. Assume in this example that, one year after the Purchase Payment, we are crediting 6.5% for a four-
year Guarantee Period.

In this example, the MVA will be based on the hypothetical interest rate we are crediting at the time of
the withdrawal on new money allocated to a Guarantee Period with a duration equal to the time remaining in
your Guarantee Period rounded to the next higher number of complete years. One year after the Purchase
Payment there would have been four years remaining in your Guarantee Period, so the hypothetical crediting
rate for a four-year Guarantee Period will be used (6.5%). These examples also show how the Withdrawal
Charge (if any) would be calculated separately after the MVA.

Note: We declare interest rates on the MVA Options at our sole discretion. The interest rates used in this
example are hypothetical and do not reflect current interest rates being credited by KILICO, and they do not
represent any future intentions of KILICO regarding future interest crediting rates.

Example of Full Withdrawal

Upon a full withdrawal, the market value adjustment factor would be:

�.0551589* =(1 + .05 ) 4
� 1

1 = .065

* Actual calculation utilizes 10 decimal places.

Before the MVA Endorsement was added to your Contract:

The MVA would result in a reduction of $2,195.57 from the Guarantee Period Value:

�$2,195.57 = �.0551589 × $42,000.00/(1 � �.0551589)

The Market Adjusted Value after applying the MVA without the floor would have been:

$39,804.43 = $42,000.00 � $2,195.57

After the MVA Endorsement is added to your Contract:

The downward MVA is subject to a “floor” so that the downward MVA can remove only interest
credited in excess of 3% on the Guarantee Period Value from the Start Date. The “floor” in this example is
calculated as:

�$800.00 = $40,000.00 × (1 + .03) �$40,000.00 × (1 + .05)
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The Market Adjusted Value after applying the floored downward MVA would be:

$41,200.00 = $42,000.00 � $800.00

A Withdrawal Charge of 6% would be assessed against the Purchase Payments subject to a Withdrawal
Charge in excess of the amount available as a free withdrawal. In this case, there are no prior withdrawals, so
10% of the Contract Value is not subject to a Withdrawal Charge.

The Withdrawal Charge on a full withdrawal is:

$2,148.00 = ($40,000.00 – (.10 × $42,000.00)) × .06

Thus, the amount payable on a full withdrawal after the application of the MVA floor would be:

$39,052.00 = $41,200.00 � $2,148.00

Example of Partial Withdrawal of 50% of Guarantee Period Value

If instead of a full withdrawal, assume that 50% of the Guarantee Period Value was withdrawn from the
contract (partial withdrawal of 50%) after the first year.

Before the MVA Endorsement was added to your Contract:

If the original MVA formula were applied to a 50% partial withdrawal, the MVA would result in the
following reduction:

�$1,097.78 = 50% × �$2,195.57

The Market Adjusted Value after applying the MVA without the floor would have been:

$19,902.22 = $21,000.00 � $1,097.78

After the MVA Endorsement is added to your Contract:

After the MVA Endorsement is added to your contract, the downward MVA is subject to the floor of
�$800.00 described above. In this example, this means that only the interest credited on the entire Guarantee
Period Value for the one-year period between the Start Date and the date of withdrawal that was in excess of
3% (i.e., the difference between 5% interest and 3% interest) can be removed at the time of the partial
withdrawal. The partial withdrawal will have the impact of reducing the return, to date, in the Guarantee
Period to the minimum guaranteed interest rate of 3% per annum.

The Market Adjusted Value after applying the floored downward MVA would be:

$20,200.00 = $21,000.00 � $800.00

A Withdrawal Charge of 6% would be assessed against the Purchase Payments subject to a Withdrawal
Charge in excess of the amount available as a free withdrawal. In this case, there are no prior withdrawals, so
10% of the Contract Value is not subject to a Withdrawal Charge.

$888.00 = ($19,000.00 � (.10 × $42,000.00)) × .06

Thus, the amount payable, net of Withdrawal Charges, on this partial withdrawal after the application of
the MVA floor would be:

$19,312.00 = $20,200.00 � $888.00

Example of a Second Withdrawal of the Remaining Guarantee Period Value

Assume that the owner took a second withdrawal of the remaining balance after the second year and the
hypothetical crediting rate for a three-year Guarantee Period was 6.5% at that time.
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After the second year, the Guaranteed Period Value ($21,000) would have been credited with 5% interest
and would have increased by $1,050 to $22,050.

Upon a full withdrawal, the market value adjustment factor would be:

�.041661195* =(1 + .05 ) 3
� 1

1 = .065

Before the MVA Endorsement was added to your Contract:

The MVA would result in a reduction of $881.89 from the Guarantee Period Value:

�$881.89 = �.041661195 × $22,050.00 / (1 �.041661195)

The Market Adjusted Value after applying the MVA without the floor would have been:

$21,168.11 = $22,050.00 � $881.89

After the MVA Endorsement is added to your Contract:

The downward MVA is subject to a “floor” discussed above. In this example, the downward MVA can
remove only interest credited in excess of 3% (i.e., the difference between 5% interest and 3% interest) on the
remaining Guarantee Period Value for the one-year period from the time of the prior withdrawal. The “floor”
in this example is calculated as:

�$420.00 = $21,000.00 × (1 + .03) �$21,000.00 × (1 + .05)

The Market Adjusted Value after applying the floored downward MVA would be:

$21,630.00 = $22,050.00 � $420.00

A Withdrawal Charge of 5% would be assessed against the Purchase Payments subject to a Withdrawal
Charge in excess of the amount available as a free withdrawal. In this case, 10% of the Contract Value is not
subject to a Withdrawal Charge.

The Withdrawal Charge is thus:

$939.75 = ($21,000.00 � (.10 × $22,050.00)) × .05

Thus, the amount payable on a full withdrawal after the application of the MVA floor would be:

$20,690.25 = $21,630.00 � $939.75

ILLUSTRATION OF AN UPWARD MARKET VALUE ADJUSTMENT

An upward Market Value Adjustment results from a withdrawal that occurs when interest rates have
decreased. Assume interest rates have decreased one year later and we are then crediting 4% for a four-year
Guarantee Period. Upon a full withdrawal, the market value adjustment factor would be:

�.0390198 =(1 + .05) 4
� 1

1 = .04

The Market Value Adjustment is an increase of $1,638.83 to the Guarantee Period Value:

$1,638.83 = $42,000.00 × .0390198
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The Market Adjusted Value would be:

$43,638.83 = $42,000.00 + $1,638.83

A Withdrawal Charge of 6% would apply to the Market Adjusted Value being withdrawn, less 10% of
the full Market Adjusted Value, as there were no prior withdrawals:

$2,366.33 = ($43,638.83 – .10 × 42,000) × .06

Thus, the amount payable on withdrawal would be:

$41,272.50 = $43,638.83 � $2,366.33

If instead of a full withdrawal, 50% of the Guarantee Period Value was withdrawn (partial withdrawal of
50%), the Market Value Adjustment would be:

$819.42 = $21,000.00 × .0390198

The Market Adjusted Value of $21,000.00 would be:

$21,819.42 = $21,000.00 + $819.42

The Withdrawal Charge of 6% would apply to the Market Adjusted Value being withdrawn, less 10% of
the full Market Adjusted Value as there are no prior withdrawals:

$1,057.17 = ($21,819.42 � .1 × $42,000.00) × .06

Thus, the amount payable, net of Withdrawal Charges, on this partial withdrawal would be:

$20,762.25 = $21,819.42 � $1,057.17

Actual Market Value Adjustment may have a greater or lesser impact than that shown in the Examples,
depending on the actual change in interest crediting rates and the timing of the withdrawal or transfer in
relation to the time remaining in the Guarantee Period.
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APPENDIX B

KEMPER INVESTORS LIFE INSURANCE COMPANY
DEFERRED FIXED AND VARIABLE ANNUITY IRA,

ROTH IRA AND SIMPLE IRA DISCLOSURE STATEMENT

This Disclosure Statement describes the statutory and regulatory provisions applicable to the operation of
traditional Individual Retirement Annuities (IRAs), Roth Individual Retirement Annuities (Roth IRAs) and
Simple Individual Retirement Annuities (SIMPLE IRAs). Internal Revenue Service regulations require that this
be given to each person desiring to establish an IRA, Roth IRA or a SIMPLE IRA. Except where otherwise
indicated, IRA discussion includes Simplified Employee Pension IRAs (SEP IRAs). Further information can be
obtained from Kemper Investors Life Insurance Company and from any district office of the Internal Revenue
Service. Also, see IRS Publication 590, Individual Retirement Arrangements (IRAs).

This Disclosure Statement is for your general information and is not intended to be exhaustive or
conclusive, to apply to any particular person or situation, or to be used as a substitute for qualified legal or tax
advice.

Please note that the information contained herein is based on current Federal income tax law, income tax
regulations, and other guidance provided by the IRS. Hence, this information is subject to change upon an
amendment of the law or the issuance of further regulations or other guidance. Also, you should be aware that
state tax laws may differ from Federal tax laws governing such arrangements. You should consult your tax
adviser about any state tax consequences of your IRA or Roth IRA, whichever is applicable.

A. REVOCATION

Within seven days of the date you signed your enrollment application, you may revoke the Contract and
receive back 100% of your money. To do so, write the Annuity Contact Center.

Notice of revocation will be deemed mailed on the date of the postmark (or if sent by certified or
registered mail, the date of the certification or registration) if it is deposited in the mail in the United States in
an envelope, or other appropriate wrapper, first class postage prepaid, properly addressed.

B. STATUTORY REQUIREMENTS

This Contract is intended to meet the requirements of Section 408(b) of the Internal Revenue Code
(Code), Section 408A of the Code for use as a Roth IRA, or of Section 408(p) of the Code for use as a SIMPLE
IRA, whichever is applicable. The Contract has not been approved as to form for use as an IRA, Roth IRA or
a SIMPLE IRA by the Internal Revenue Service. Such approval by the Internal Revenue Service is a
determination only as to form of the Contract, and does not represent a determination on the merits of the
Contract.

1. The amount in your IRA, Roth IRA, and SIMPLE IRA, whichever is applicable, must be fully vested at
all times and the entire interest of the owner must be nonforfeitable.

2. The Contract must be nontransferable by the owner.

3. The Contract must have flexible premiums.

4. For IRAs and SIMPLE IRAs, you must start receiving distributions on or before April 1 of the year
following the year in which you reach age 70½ (the required beginning date) (see “Required Distributions”).
However, Section 401(a)(9)(A) of the Code (relating to minimum distributions required to commence at age
701⁄2), and the incidental death benefit requirements of Section 401(a) of the Code, do not apply to Roth
IRAs.

If you die before your entire interest in your Contract is distributed, unless otherwise permitted under
applicable law, any remaining interest in the Contract must be distributed to your beneficiary by December 31
of the calendar year containing the fifth anniversary of your death; except that: (1) if the interest is payable to
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an individual who is your designated beneficiary (within the meaning of Section 401(a)(9) of the Code), the
designated beneficiary may elect to receive the entire interest over his or her life, or over a period certain not
extending beyond his or her life expectancy, commencing on or before December 31 of the calendar year
immediately following the calendar year in which you die; and (2) if the sole designated beneficiary is your
spouse, the Contract will be treated as his or her own IRA, or, where applicable, Roth IRA.

5. Except in the case of a rollover contribution or a direct transfer (see “Rollovers and Direct Transfers”),
or a contribution made in accordance with the terms of a Simplified Employee Pension (SEP), all contributions
to an IRA, Roth and SIMPLE IRA must be cash contributions which do not exceed certain limits.

6. The Contract must be for the exclusive benefit of you and your beneficiaries.

C. ROLLOVERS AND DIRECT TRANSFERS FOR IRAs AND SIMPLE IRAs

1. A rollover is a tax-free transfer from one retirement program to another that you cannot deduct on
your tax return. There are two kinds of tax-free rollover payments to an IRA. In one, you transfer amounts
from another IRA. With the other, you transfer amounts from a qualified plan under Section 401(a) of the
Code, a qualified annuity under Section 403(a) of the Code, a tax-sheltered annuity or custodial account under
Section 403(b) of the Code, or a governmental plan under Section 457(b) of the Code (collectively referred to
as “qualified employee benefit plans”). Tax-free rollovers can be made from a SIMPLE IRA or to a SIMPLE
Individual Retirement Account under Section 408(p) of the Code. An individual can make a tax-free rollover
to an IRA from a SIMPLE IRA, or vice-versa, after a two-year period has expired since the individual first
participated in a SIMPLE plan.

2. You must complete the transfer by the 60th day after the day you receive the distribution from your
IRA or other qualified employee benefit plan or SIMPLE IRA. The failure to satisfy this 60-day requirement
may be waived by the Internal Revenue Service in certain circumstances.

3. A rollover distribution may be made to you only once a year. The one-year period begins on the date
you receive the rollover distribution, not on the date you roll it over (reinvest it).

4. A trustee-to-trustee transfer to an IRA of funds in an IRA from one trustee or insurance company to
another is not a rollover. It is a transfer that is not affected by the one-year waiting period.

5. All or a part of the premium for this Contract used as an IRA may be paid from a rollover from an IRA
or qualified employee benefit plan or from a trustee-to-trustee transfer from another IRA. All or part of the
premium for this Contract used as a SIMPLE IRA may be paid from a rollover from a SIMPLE Individual
Retirement Account or, to the extent permitted by law, from a direct transfer from a SIMPLE IRA.

6. A distribution that is eligible for rollover treatment from a qualified employee benefit plan will be
subject to twenty percent (20%) withholding by the Internal Revenue Service even if you roll the distribution
over within the 60-day rollover period. One way to avoid this withholding is to make the distribution as a
direct transfer to the IRA trustee or insurance company.

D. CONTRIBUTION LIMITS AND ALLOWANCE OF DEDUCTION FOR IRAs

1. In general, the amount you can contribute each year to an IRA is the lesser of (1) 100% of your
compensation, or (2) the maximum annual contributions under Section 219(b) of the Code, including “catch-
up” contributions for certain individuals age 50 and older. The maximum annual contribution limit for IRA
contributions is equal to $3,000 for 2002 through 2004, $4,000 for 2005 through 2007, and $5,000 for 2008.
After 2008, the limit is indexed annually in $500 increments, except as otherwise provided by law. An
individual who has attained age 50 may make additional “catch-up” IRA contributions. The maximum annual
contribution limit for the individual is increased by $500 for 2002 through 2005, and $1,000 for 2006 and
thereafter, except as otherwise provided by law. If you have more than one IRA, the limit applies to the total
contributions made to your own IRAs for the year. Generally, if you work the amount that you earn is
compensation. Wages, salaries, tips, professional fees, bonuses and other amounts you receive for providing
personal services are compensation. If you own and operate your own business as a sole proprietor, your net
earnings reduced by your deductible contributions on your behalf to self-employed retirement plans are
compensation. If you are an active partner in a partnership and provide services to the partnership, your share
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of partnership income reduced by deductible contributions made on your behalf to qualified retirement plans
is compensation. All taxable alimony and separate maintenance payments received under a decree of divorce
or separate maintenance are compensation.

2. In the case of a married couple filing a joint return, up to the maximum annual contribution can be
contributed to each spouse’s IRA, even if one spouse has little or no compensation. This means that the total
combined contributions that can be made to both IRAs can be as much as $6,000 for the year.

3. In the case of a married couple with unequal compensation who file a joint return, the limit on the
deductible contributions to the IRA of the spouse with less compensation is the smaller of:

a. the maximum annual contribution, or

b. The total compensation of both spouses, reduced by any deduction allowed for contributions to
IRAs of the spouse with more compensation.

The deduction for contributions to both spouses’ IRAs may be further limited if either spouse is covered
by an employer retirement plan.

4. If either you or your spouse is an active participant in an employer-sponsored plan and have a certain
level of income, the amount of the contribution to your IRA that is deductible is phased out, and in some cases
eliminated. If you are an active participant in an employer-sponsored plan, the deductibility of your IRA
contribution will be phased out, depending on your adjusted gross income, or combined adjusted gross income
in the case of a joint tax return, as follows:

Joint Returns

Taxable year beginning in: Phase-out range

2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $60,000–$ 70,000
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $65,000–$ 75,000
2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $70,000–$ 80,000
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $75,000–$ 85,000
2007 and thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $80,000–$100,000

Single Taxpayers

Taxable year beginning in: Phase-out range

2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $40,000–$50,000
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $45,000–$55,000
2005 and thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $50,000–$60,000

The phase-out range for married individuals filing separately is $0–$10,000. If you file a joint tax return
and are not an active participant in an employer-sponsored plan, but your spouse is, the amount of the
deductible IRA contribution is phased out for adjusted gross income between $150,000 and $160,000.

To designate a contribution as nondeductible, you must file IRS Form 8606, Nondeductible IRAs. You
may have to pay a penalty if you make nondeductible contributions to an IRA and you do not file Form 8606
with your tax return, or if you overstate the amount of nondeductible contributions on your Form 8606. If
you do not report nondeductible contributions, all of the contributions to your traditional IRA will be treated
as deductible, and all distributions from your IRA will be taxed, unless you can show, with satisfactory
evidence, that nondeductible contributions were made.

5. Contributions to your IRA for a year can be made at any time up to April 15 of the following year. If
you make the contribution between January 1 and April 15, however, you may elect to treat the contribution
as made either in that year or in the preceding year. You may file a tax return claiming a deduction for your
IRA contribution before the contribution is actually made. You must, however, make the contribution by the
due date of your return not including extensions.
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6. You cannot make a contribution other than a rollover or transfer contribution to your IRA for the year
in which you reach age 701⁄2 or thereafter.

7. For tax years beginning January 1, 2007, a taxpayer may qualify for a tax credit for contributions to an
IRA, depending on the taxpayer’s adjusted gross income.

E. SEP IRAs

1. SEP IRA rules concerning eligibility and contributions are governed by Code Section 408(k). The
maximum deductible contribution for a SEP IRA is the lesser of $40,000 (indexed for cost-of-living increases
beginning after 2002) or 25% of compensation.

2. A SEP must be established and maintained by an employer (corporation, partnership, sole proprietor).

F. SIMPLE IRAs

1. A SIMPLE IRA must be established with your employer using a qualified salary reduction agreement.

2. You may elect to have your employer contribute to your SIMPLE IRA, under a qualified salary
reduction agreement, an amount (expressed as a percentage of your compensation) not to exceed $8,000 for
2003, $9,000 for 2004, and $10,000 for 2005. After 2005, the limit is indexed annually, except as otherwise
provided by law. In addition to these employee elective contributions, your employer is required to make each
year either (1) a matching contribution equal to up to 3 percent, and not less than 1 percent, of your SIMPLE
IRA contribution for the year, or (2) a nonelective contribution equal to 2 percent of your compensation for
the year (up to $200,000 of compensation, as adjusted for inflation). No other contributions may be made to a
SIMPLE IRA.

3. Employee elective contributions and employer contributions (i.e., matching contributions and
nonelective contributions) to your SIMPLE IRA are excluded from your gross income.

4. To the extent an individual with a SIMPLE IRA is no longer participating in a SIMPLE plan (e.g., the
individual has terminated employment), and two years have passed since the individual first participated in the
plan, the individual may treat the SIMPLE IRA as an IRA.

G. TAX STATUS OF THE CONTRACT AND DISTRIBUTIONS FOR IRAs AND SIMPLE IRAs

1. Earnings of your IRA annuity contract are not taxed until they are distributed to you.

2. In general, taxable distributions are included in your gross income in the year you receive them.

3. Distributions under your IRA are non-taxable to the extent they represent a return of non-deductible
contributions (if any). The non-taxable percentage of a distribution is determined generally by dividing your
total undistributed, non-deductible IRA contributions by the value of all your IRAs (including SEPs and
rollovers).

4. You cannot choose the special five-year or ten-year averaging that may apply to lump sum distributions
from qualified employer plans.

H. REQUIRED DISTRIBUTIONS FOR IRAs AND SIMPLE IRAs

You must start receiving minimum distributions required under the Contract and Section 401(a)(9) of the
Code from your IRA and SIMPLE IRA starting with the year you reach age 701⁄2 (your 701⁄2 year).
Ordinarily, the required minimum distribution for a particular year must be received by December 31 of that
year. However, you may delay the required minimum distribution for the year you reach age 701⁄2 until April
1 of the following year (i.e., the required beginning date).

Annuity payments which begin by April 1 of the year following your 701⁄2 year satisfy the minimum
distribution requirement if they provide for non-increasing payments over your life or the lives of you and

B-4



your designated beneficiary (within the meaning of Section 401(a)(9) of the Code), provided that, if
installments are guaranteed, the guaranty period does not exceed the applicable life or joint life expectancy.

The applicable life expectancy is your remaining life expectancy or the remaining joint life and last
survivor expectancy of you and your designated beneficiary, determined as set forth in applicable federal
income tax regulations.

If you have more than one IRA, you must determine the required minimum distribution separately for
each IRA; however, you can take the actual distributions of these amounts from any one or more of your
IRAs.

In addition, the after-death minimum distribution requirements described generally in section B.
STATUTORY REQUIREMENTS apply to IRAs and SIMPLE IRAs.

If the actual distribution from your Contract is less than the minimum amount that should be distributed
in accordance with the minimum distribution requirements mentioned above, the difference generally is an
excess accumulation. There is a 50% excise tax on any excess accumulations. If the excess accumulation is due
to reasonable error, and you have taken (or are taking) steps to remedy the insufficient distribution, you can
request that this 50% excise tax be excused by filing with your tax return an IRS Form 5329, together with a
letter of explanation and the excise tax payment.

I. ROTH IRAs

1. If your Contract is a special type of individual retirement plan known as a Roth IRA, it will be
administered in accordance with the requirements of Section 408A of the Code. (Except as otherwise
indicated, references herein to an “IRA” are to an “individual retirement plan,” within the meaning of Section
7701(a)(37) of the Code, other than a Roth IRA.) Roth IRAs are treated the same as other IRAs, except as
described here.

2. If your Contract is a Roth IRA, we will send you a Roth IRA endorsement to be attached to, and to
amend, your Contract after we obtain approval of the endorsement from the IRS and your state insurance
department. The Company reserves the right to amend the Contract as necessary or advisable from time to
time to comply with future changes in the Internal Revenue Code, regulations or other requirements imposed
by the IRS to obtain or maintain its approval of the annuity as a Roth IRA.

3. Earnings in your Roth IRA are not taxed until they are distributed to you, and will not be taxed if they
are paid as a “qualified distribution,” as described to you in section L, below.

4. The minimum distribution requirements that apply to IRAs do not apply to Roth IRAs while the owner
is alive. However, after the death of a Roth IRA owner, the after-death minimum distribution rules that apply
to IRAs also apply to Roth IRAs as though the Roth IRA owner died before his or her required beginning date.
You may not use your Roth IRA to satisfy minimum distribution requirements for traditional IRAs. Nor may
you use distributions from an IRA for required distributions from a Roth IRA.

J. ELIGIBILITY AND CONTRIBUTIONS FOR ROTH IRAs

1. Generally, you are eligible to establish or make a contribution to your Roth IRA only if you meet
certain income limits. No deduction is allowed for contributions to your Roth IRA. Contributions to your
Roth IRA may be made even after you attain age 701⁄2.

2. The maximum aggregate amount of contributions for any taxable year to all IRAs, including all Roth
IRAs, maintained for your benefit (the “contribution limit”) generally is the lesser of (1) 100% of your
compensation, or (2) the maximum annual contributions under Section 219(b) of the Code, including “catch-
up” contributions for certain individuals age 50 and older (as discussed in section D, above).

The contribution limit for any taxable year is reduced (but not below zero) by the amount which bears the
same ratio to such amount as:

‰ the excess of (i) your adjusted gross income for the taxable year, over (ii) the “applicable dollar
amount,” bears to $15,000 (or $10,000 if you are married).
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For this purpose, “adjusted gross income” is determined in accordance with Section 219(g)(3) of the Code
and (1) excludes any amount included in gross income as a result of any rollover from, transfer from, or
conversion of an IRA to a Roth IRA, and (2) is reduced by any deductible IRA contribution. In addition, the
“applicable dollar amount” is equal to $150,000 for a married individual filing a joint return, $0 for a married
individual filing a separate return, and $95,000 for any other individual.

A “qualified rollover contribution” (discussed in section K, below), and a non-taxable transfer from
another Roth IRA, are not taken into account for purposes of determining the contribution limit.

K. ROLLOVERS, TRANSFERS AND CONVERSIONS TO ROTH IRAs

1. Rollovers and Transfers—A rollover may be made to a Roth IRA only if it is a “qualified rollover
contribution.” A “qualified rollover contribution” is a rollover to a Roth IRA from another Roth IRA or from
an IRA, but only if such rollover contribution also meets the rollover requirements for IRAs under Section
408(d)(3). In addition, a transfer may be made to a Roth IRA directly from another Roth IRA or from an IRA.

You may not make a qualified rollover contribution or transfer in a taxable year from an IRA to a Roth
IRA if (a) your adjusted gross income for the taxable year exceeds $100,000 or (b) you are married and file a
separate return.

The rollover requirements of Section 408(d)(3) are complex and should be carefully considered before you
make a rollover. One of the requirements is that the amount received be paid into another IRA (or Roth IRA)
within 60 days after receipt of the distribution. The failure to satisfy this 60-day requirement may be waived
by the Internal Revenue Service in certain circumstances. In addition, a rollover contribution from a Roth IRA
may be made by you only once a year. The one-year period begins on the date you receive the Roth IRA
distribution, not on the date you roll it over (reinvest it) into another Roth IRA. If you withdraw assets from a
Roth IRA, you may roll over part of the withdrawal tax-free into another Roth IRA and keep the rest of it. A
portion of the amount you keep may be included in your gross income.

2. Taxation of Rollovers and Transfers to Roth IRAs—A qualified rollover contribution or transfer from
a Roth IRA maintained for your benefit to another Roth IRA maintained for your benefit which meets the
rollover requirements for IRAs under Section 408(d)(3) is tax-free.

In the case of a qualified rollover contribution or a transfer from an IRA maintained for your benefit to a
Roth IRA maintained for your benefit, any portion of the amount rolled over or transferred which would be
includible in your gross income were it not part of a qualified rollover contribution or a nontaxable transfer
will be includible in your gross income. However, Code Section 72(t) (relating to the 10% penalty tax on
premature distributions) will generally not apply unless the amounts rolled over or transferred are withdrawn
within the five-year period beginning with the taxable year in which such contribution was made.

3. Transfers of Excess IRA Contributions to Roth IRAs—If, before the due date of your federal income
tax return for any taxable year (not including extensions), you transfer, from an IRA, contributions for such
taxable year (and earnings thereon) to a Roth IRA, such amounts will not be includible in gross income to the
extent that no deduction was allowed with respect to such amount.

4. Taxation of Conversions of IRAs to Roth IRAs—All or part of amounts in an IRA maintained for your
benefit may be converted into a Roth IRA maintained for your benefit. The conversion of an IRA to a Roth
IRA is treated as special type of qualified rollover contribution. Hence, you must be eligible to make a
qualified rollover contribution in order to convert an IRA to a Roth IRA. A conversion typically will result in
the inclusion of some or all of your IRA’s value in gross income, as described above.

A conversion of an IRA to a Roth IRA can be made without taking an actual distribution from your IRA.
For example, an individual may make a conversion by notifying the IRA issuer or trustee, whichever is
applicable.

UNDER SOME CIRCUMSTANCES, IT MIGHT NOT BE ADVISABLE TO ROLLOVER, TRANSFER,
OR CONVERT ALL OR PART OF AN IRA TO A ROTH IRA. WHETHER YOU SHOULD DO SO WILL
DEPEND ON YOUR PARTICULAR FACTS AND CIRCUMSTANCES, INCLUDING, BUT NOT
LIMITED TO, SUCH FACTORS AS WHETHER YOU QUALIFY TO MAKE SUCH A ROLLOVER,
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TRANSFER, OR CONVERSION, YOUR FINANCIAL SITUATION, AGE, CURRENT AND FUTURE
INCOME NEEDS, YEARS TO RETIREMENT, CURRENT AND FUTURE TAX RATES, YOUR ABILITY
AND DESIRE TO PAY CURRENT INCOME TAXES WITH RESPECT TO AMOUNTS ROLLED OVER,
TRANSFERRED, OR CONVERTED, AND WHETHER SUCH TAXES MIGHT NEED TO BE PAID WITH
WITHDRAWALS FROM YOUR ROTH IRA (SEE DISCUSSION BELOW OF “NONQUALIFIED
DISTRIBUTIONS”). YOU SHOULD CONSULT A QUALIFIED TAX ADVISER BEFORE ROLLING
OVER, TRANSFERRING, OR CONVERTING ALL OR PART OF AN IRA TO A ROTH IRA.

5. Separate Roth IRAs—Due to the complexity of, and proposed changes to, the tax law, it may be
advantageous to maintain amounts rolled over, transferred, or converted from an IRA in separate Roth IRAs
from those containing regular Roth IRA contributions. For the same reason, you should consider maintaining
a separate Roth IRA for each amount rolled over, transferred, or converted from an IRA. These considerations
should be balanced against the additional costs you may incur from maintaining multiple Roth IRAs. You
should consult your tax adviser if you intend to contribute rollover, transfer, or conversion amounts to your
Contract, or if you intend to roll over or transfer amounts from your Contract to another Roth IRA
maintained for your benefit.

L. INCOME TAX CONSEQUENCES OF ROTH IRAs

1. Qualified Distributions—Any “qualified distribution” from a Roth IRA is excludible from gross
income. A “qualified distribution” is a payment or distribution which satisfies two requirements. First, the
payment or distribution must be (a) made after you attain age 591⁄2, (b) made after your death, (c) attributable
to your being disabled, or (d) a “qualified special purpose distribution” (i.e., a qualified first-time homebuyer
distribution under Section 72(t)(2)(F) of the Code). Second, the payment or distribution must be made in a
taxable year that is at least five years after (1) the first taxable year for which a contribution was made to any
Roth IRA established for you, or (2) in the case of a rollover from, or a conversion of, an IRA to a Roth IRA,
the taxable year in which the rollover or conversion was made if the payment or distribution is allocable (as
determined in the manner set forth in guidance issued by the IRS) to the rollover contribution or conversion
(or to income allocable thereto).

2. Nonqualified Distributions—A distribution from a Roth IRA which is not a qualified distribution is
taxed under Section 72 (relating to annuities), except that such distribution is treated as made first from
contributions to the Roth IRA to the extent that such distribution, when added to all previous distributions
from the Roth IRA, does not exceed the aggregate amount of contributions to the Roth IRA. For purposes of
determining the amount taxed, (a) all Roth IRAs established for you will be treated as one contract, (b) all
distributions during any taxable year from Roth IRAs established for you will be treated as one distribution,
and (c) the value of the contract, income on the contract, and investment in the contract, if applicable, will be
computed as of the close of the calendar year in which the taxable year begins.

An additional tax of 10% is imposed on nonqualified distributions (including amounts deemed
distributed as the result of a prohibited loan or use of your Roth IRA as security for a loan) made before the
benefited individual has attained age 591⁄2, unless one of the exceptions discussed in Section N applies.

M. TAX ON EXCESS CONTRIBUTIONS

1. You must pay a 6% excise tax each year on excess contributions that remain in your Contract.
Generally, an excess contribution is the amount contributed to your Contract that is more than you can
contribute. The excess is taxed for the year of the excess contribution and for each year after that until you
correct it.

If contributions to your IRA for a year are more than the contribution limit, you can apply the excess
contribution in one year to a later year if the contributions for that later year are less than the maximum
allowed for that year.

2. You will not have to pay the 6% excise tax if you withdraw the excess amount by the date your tax
return is due including extensions for the year of the contribution. You do not have to include in your gross
income an excess contribution that you withdraw from your Contract before your tax return is due if the
income earned on the excess was also withdrawn and no deduction was allowed for the excess contribution.
You must include in your gross income the income earned on the excess contribution.
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N. TAX ON PREMATURE DISTRIBUTIONS

There is an additional tax on premature distributions from your IRA, Roth IRA, or SIMPLE IRA, equal to
10% of the taxable amount. For premature distributions from a SIMPLE IRA made within the first two years
you participate in a SIMPLE plan, the additional tax is equal to 25% of the amount of the premature
distribution that must be included in gross income. Premature distributions are generally amounts you
withdraw before you are age 59½. However, the tax on premature distributions does not apply generally:

1. To amounts that are rolled over or transferred tax-free;

2. To a distribution which is made on or after your death, or on account of you being disabled within
the meaning of Code Section 72(m)(7);

3. To a distribution which is part of a series of substantially equal periodic payments (made at least
annually) over your life or your life expectancy or the joint life or joint life expectancy of you and your
beneficiary; or

4. To a distribution which is used for qualified first-time homebuyer expenses, qualified higher
education expenses, certain medical expenses, or by an unemployed individual to pay health insurance
premiums.

O. EXCISE TAX REPORTING

Use Form 5329, Additional Taxes Attributable to Qualified Retirement Plans (Including IRAs), Annuities,
and Modified Endowment Contracts, to report the excise taxes on excess contributions, premature
distributions, and excess accumulations. If you do not owe any IRA, SIMPLE IRA or Roth IRA excise taxes,
you do not need Form 5329. Further information can be obtained from any district office of the Internal
Revenue Service.

P. BORROWING

If you borrow money against your Contract or use it as security for a loan, the Contract will lose its
classification as an IRA, Roth IRA, or SIMPLE IRA, whichever is applicable, and you must include in gross
income the fair market value of the Contract as of the first day of your tax year. In addition, you may be
subject to the tax on premature distributions described above. (Note: This Contract does not allow borrowings
against it, nor may it be assigned or pledged as collateral for a loan.)

Q. REPORTING

We will provide you with any reports required by the Internal Revenue Service.

R. ESTATE TAX

Generally, the value of your IRA, including your Roth IRA, is included in your gross estate for federal
estate tax purposes.

S. FINANCIAL DISCLOSURE

If contributions to the Contract are made by other than rollover contributions and direct transfers, the
following information based on the charts shown on the next pages, which assumes you were to make a level
contribution to the fixed account at the beginning of each year of $1,000 must be completed prior to your
signing the enrollment application.

End of Year
Lump Sum Termination

Value of Contract*
At

Age
Lump Sum Termination

Value of Contract*

1 60
2 65
3 70
4
5
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If contributions to the Contract are made by rollover contributions and/or direct transfers, the following
information, based on the charts shown on the next page, and all of which assumes you make one
contribution to the fixed account of $1,000 at the beginning of this year, must be completed prior to your
signing the enrollment application.

End of Year
Lump Sum Termination

Value of Contract*
At

Age
Lump Sum Termination

Value of Contract*

1 60
2 65
3 70
4
5

* Includes applicable withdrawal charges as described in Item T below.

T. FINANCIAL DISCLOSURE FOR THE SEPARATE ACCOUNT (VARIABLE ACCOUNT)

1. If on the enrollment application you indicated an allocation to a Subaccount or if you transfer Contract
Value to a Subaccount, a daily charge of an amount which will equal an aggregate of 1.40% per annum will
be assessed against Separate Account Value.

2. An annual records maintenance charge of $30.00 will be assessed ratably each quarter against the
Separate Account, Fixed Account and Guarantee Periods.

3. Withdrawal (early annuitization) charges will be assessed based on the years elapsed since the Purchase
Payments (in a given Contract Year) were received by KILICO; under one year, 7%; over one to two years,
6%; over two to three years, 5%; over three to four years, 5%; over four to five years, 4%; over five to six
years, 3%; over six to seven years, 2%; over seven years and thereafter, 0%.

4. The method used to compute and allocate the annual earnings is contained in the Prospectus under the
heading “Accumulation Unit Value.”

5. The growth in value of your Contract is neither guaranteed nor projected but is based on the
investment experience of the Separate Account.

GUARANTEED LUMP SUM TERMINATION OF DEFERRED FIXED AND VARIABLE ANNUITY
COMPLETELY ALLOCATED TO THE GENERAL ACCOUNT WITH 3% GUARANTEED EACH YEAR.
(TERMINATION VALUES ARE BASED ON $1,000 ANNUAL CONTRIBUTIONS AT THE BEGINNING
OF EACH YEAR.)

End of
Year

Termination
Values*

End of
Year

Termination
Values*

End of
Year

Termination
Values*

End of
Year

Termination
Values*

1 $937.00 14 $16,798.32 27 $40,421.63 40 $75,113.26
2 1,913.00 15 18,310.91 28 42,642.92 41 78,375.30
3 2,928.90 16 19,868.88 29 44,930.85 42 81,735.20
4 3,976.63 17 21,473.59 30 47,287.42 43 85,195.89
5 5,066.14 18 23,126.44 31 49,714.68 44 88,760.41
6 6,198.41 19 24,828.87 32 52,214.76 45 92,431.86
7 7,374.46 20 26,582.37 33 54,789.84 46 96,213.46
8 8,604.34 21 28,388.49 34 57,442.18 47 100,108.50
9 9,871.11 22 30,248.78 35 60,174.08 48 104,120.40

10 11,175.88 23 32,164.88 36 62,987.94 49 108,252.65
11 12,519.80 24 34,138.47 37 65,886.22 50 112,508.87
12 13,904.03 25 36,171.26 38 68,871.45
13 15,329.79 26 38,265.04 39 71,946.23
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GUARANTEED LUMP SUM TERMINATION OF DEFERRED FIXED AND VARIABLE ANNUITY
COMPLETELY ALLOCATED TO THE GENERAL ACCOUNT WITH 3% GUARANTEED EACH YEAR.
(TERMINATION VALUES ARE BASED ON $1,000 SINGLE PREMIUM.)

End of
Year

Termination
Values*

End of
Year

Termination
Values*

End of
Year

Termination
Values*

End of
Year

Termination
Values*

1 $937 14 $1,000 27 $1,000 40 $1,000
2 946 15 1,000 28 1,000 41 1,000
3 955 16 1,000 29 1,000 42 1,000
4 955 17 1,000 30 1,000 43 1,000
5 964 18 1,000 31 1,000 44 1,000
6 973 19 1,000 32 1,000 45 1,000
7 982 20 1,000 33 1,000 46 1,000
8 1,000 21 1,000 34 1,000 47 1,000
9 1,000 22 1,000 35 1,000 48 1,000

10 1,000 23 1,000 36 1,000 49 1,000
11 1,000 24 1,000 37 1,000 50 1,000
12 1,000 25 1,000 38 1,000
13 1,000 26 1,000 39 1,000

* Includes applicable withdrawal charges.
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APPENDIX C
CONDENSED FINANCIAL INFORMATION

The following tables of condensed financial information show accumulation unit values for each
Subaccount for the period since the Subaccount started operation. An accumulation unit value is the unit we
use to calculate the value of your interest in a Subaccount. The accumulation unit values shown in the tables
reflect the Separate Account Annual Expenses listed in the “Fee Table” in this Prospectus. The accumulation
unit value does not reflect the deduction of charges such as the Record Maintenance Charge that we subtract
from your Contract Value by redeeming units. The data used in the tables below is obtained from the audited
financial statements of the Separate Account that can be found in the SAI. Please review the condensed
financial information in conjunction with the financial statements, related notes, and other financial
information included in the SAI. In the tables below, no number is shown when there were fewer than 1,000
accumulation units outstanding at the end of a period.

Selected data for accumulation units outstanding as of the year ended December 31st for each period:

Templeton Developing Markets Securities Subaccount (Class 2 Shares)

Accumulation unit at
beginning of period*

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.164 16.190 3
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.725 13.164 3
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.860 8.725 3
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.774 8.860 3
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.585 9.774 3
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.962 14.585 0

* Commencement of offering on March 12, 1999.

Janus Aspen Forty (formerly Capital Appreciation) Subaccount (Institutional Shares)

Accumulation unit at
beginning of period*

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.362 9.750 165
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.035 8.362 187
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.459 7.035 193
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.951 8.459 242
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.573 10.951 234
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.649 13.573 55

* Commencement of offering on March 12, 1999.

PIMCO Foreign Bond Subaccount (Administrative Class)

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.943 12.432 19
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.841 11.943 18
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.099 11.841 18
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.459 11.099 35
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.790 10.459 46
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.021 9.790 25

* Commencement of offering on March 12, 1999.
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PIMCO Low Duration Subaccount (Administrative Class)

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.110 12.164 17
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.998 12.110 18
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.366 11.998 19
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.707 11.366 24
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.111 10.707 32
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.011 10.111 2

* Commencement of offering on March 12, 1999.

Scudder Bond Subaccount (Class A Shares)

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.210 12.689 16
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.785 12.210 20
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.100 11.785 23
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.644 11.100 25
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.763 10.644 33
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.044 9.763 3

* Commencement of offering on March 12, 1999.

Scudder Growth and Income Subaccount (Class A Shares)

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.237 8.949 97
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.590 8.237 106
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.693 6.590 120
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.938 8.693 132
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.293 9.938 127
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.745 10.293 29

* Commencement of offering on March 12, 1999.

Scudder International Subaccount (Class A Shares)

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.030 9.228 16
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.374 8.030 16
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.917 6.374 17
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.611 7.917 18
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.038 11.611 18
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.871 15.038 1

* Commencement of offering on March 12, 1999.
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Scudder Money Market #1 Subaccount

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.721 10.667 14
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.783 10.721 12
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.773 10.783 3
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.515 10.773 6
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.042 10.515 12
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.003 10.042 0

* Accumulation Unit Value at beginning of period is as of November 6, 1999 for Scudder Money
Market #1 Subaccount.

Scudder Money Market #2 Subaccount

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.393 10.486 —
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.308 10.393 —
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.157 10.308 —
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.000 10.157 —
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 10.000 —
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —

* Scudder Money Market #2 Subaccount did not commence operations prior to December 31,
1999.

Scudder Government & Agency Securities Subaccount (formerly Scudder Government Securities Subaccount) (Class A Shares)

Accumulation unit at
beginning of period

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.367 12.653 33
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.263 12.367 36
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.508 12.263 42
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.856 11.508 58
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.924 10.856 75
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.003 9.924 22

* Commencement of offering on March 12, 1999.

Scudder High Income Subaccount (Class A Shares)

Accumulation unit at
beginning of period*

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.202 12.419 4
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.115 11.202 4
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.271 9.115 3
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.160 9.271 4
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.185 9.160 2
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.018 10.185 0

* Commencement of offering on March 12, 1999.
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Scudder Small Cap Growth Subaccount (Class A Shares)

Accumulation unit at
beginning of period*

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.042 8.805 19
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.134 8.042 18
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.348 6.134 15
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.315 9.348 19
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.122 13.315 20
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.115 15.122 5

* Commencement of offering on March 12, 1999.

SVS Dreman High Return Equity Subaccount (Class A Shares)

Accumulation unit at
beginning of period*

Accumulation unit at
end of period

Number of accumulation units
outstanding at end of Period

(000’s omitted)

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.277 13.809 66
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.436 12.277 72
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.674 9.436 87
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.640 11.674 90
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.043 11.640 96
1999* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.020 9.043 25

* Commencement of offering on March 12, 1999.

C-4



As with all fund prospectuses, the SEC has

not approved or disapproved these

securities or passed upon the adequacy of

this prospectus. Any representation to the

contrary is a criminal offense.

Prospectus

Franklin Templeton
Variable Insurance
Products Trust
Class 2

Franklin ‰ Templeton ‰ Mutual Series

May 1, 2005





Information about each Fund

you should know before

investing

Information about Fund

account transactions

and services

Where to learn more about each Fund

T Dev Markets - 2 - P05 04-05

Contents

F R A N K L I N T E M P L E T O N V A R I A B L E
I N S U R A N C E P R O D U C T S T R U S T

The Funds

i Overview

Individual Fund Descriptions

TD-1 Templeton Developing Markets
Securities Fund

Additional Information, All Funds

1 Regulatory Update

2 Portfolio Holdings

2 Dealer Compensation

3 Distributions and Taxes

F U N D A C C O U N T I N F O R M A T I O N

4 Buying Shares

4 Selling Shares

4 Exchanging Shares

4 Market Timing Trading Policy

6 Involuntary Redemptions

6 Fund Account Policies

10 Questions

F O R M O R E I N F O R M A T I O N

Back Cover



[THIS PAGE INTENTIONALLY LEFT BLANK]



Franklin Templeton Variable Insurance Products Trust

O v e r v i e w

Franklin Templeton Variable Insurance Products Trust (the Trust) currently consists of 23 separate series (Funds),

offering a wide variety of investment choices. Funds may be available in multiple classes: Class 1, Class 2 and Class 3.

The classes are identical except that Class 2 and Class 3 each has a distribution plan and Class 3 may assess a

redemption fee (see “Share Classes” under Fund Account Policies). The Funds are generally available as investment

options in variable annuity or variable life insurance contracts. As not all Funds and classes are available under your

contract, please consult the accompanying contract prospectus to find out which Funds and classes are available to

you.

INVESTMENT CONSIDERATIONS
• Each Fund has its own investment strategy and risk

profile. Generally, the higher the potential rate of
return, the greater the risk of loss. Although stocks
historically have outperformed other types of
investments over the long term, they tend to go up
and down more than other types of investments in
the short term. Bonds and other fixed income
securities historically have achieved returns less
than those of stocks, and with lower risk, although
the value of fixed income investments can go up
and down over the short term. Money market and
other very short-term investments historically have
achieved the lowest returns, with the lowest risk.

• The following give a general sense of the level of
fund assets associated with a particular investment
or strategy: “small portion” (less than 10%);
“portion” (10% to 25%); “significant” (25% to
50%); “substantial” (50% to 66%); “primary” (66%
to 80%); and “predominant” (80% or more). The
percentages are not limitations unless specifically
stated as such in this prospectus or in the SAI.

RISKS
• There can be no assurance that any Fund will

achieve its investment goal. Because each Fund is
actively managed, it is subject to the risk of the
manager’s judgment in the analysis and evaluation
of securities selected for investment.

• All securities markets, interest rates, and currency
valuations fluctuate, sometimes dramatically.
Because you could lose money by investing in a
Fund, take the time to read each Fund description
and consider all risks before investing.

• Fund shares are not deposits or obligations of, or
guaranteed or endorsed by, any bank, and are not
federally insured by the Federal Deposit Insurance
Corporation, the Federal Reserve Board, or any
other agency of the U.S. government. Fund shares
involve investment risks, including the possible loss
of principal.

ADDITIONAL INFORMATION

More detailed information about each Fund, its
investment policies, and its particular risks can be
found in the Trust’s Statement of Additional
Information (SAI).

MANAGEMENT

The Funds’ investment managers and their affiliates
manage over $415 billion in assets, as of February 28,
2005. In 1992, Franklin joined forces with Templeton,
a pioneer in international investing. The Mutual Series
organization became part of the Franklin Templeton
organization four years later. In 2001, the Fiduciary
Trust team, known for providing global investment
management to institutions and high net worth clients
worldwide, joined the organization. Today, Franklin
Templeton Investments is one of the largest mutual
fund organizations in the United States, and offers
money management expertise spanning a variety of
investment objectives.

i
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Templeton Developing Markets Securities Fund

Goal and Strategies

GOAL
The Fund’s investment goal is long-term capital
appreciation.

MAIN INVESTMENTS
Under normal market conditions, the Fund invests at
least 80% of its net assets in emerging market
investments. Shareholders will be given at least 60
days’ advance notice of any change to this 80% policy.
Under normal market conditions, the Fund invests
primarily to predominantly in equity securities.

Emerging market investments generally include equity
securities that trade in emerging markets or are issued
by companies that derive significant revenue from
goods, services, or sales produced, or have their
principal activities or significant assets, in emerging
market countries. Emerging market countries
generally include those considered to be emerging by
the World Bank, the International Finance
Corporation, the United Nations, or the countries’
authorities, or countries with a stock market
capitalization of less than 3% of the Morgan Stanley
Capital International World Index. These countries
are typically located in the Asia-Pacific region, Eastern
Europe, Central and South America, and Africa.
Emerging market equity securities and emerging
market countries are more fully described in the SAI.

The manager generally seeks to diversify across both
countries and sectors, but may from time to time have
significant or substantial investments in one or more
countries or sectors in part because in some countries
particular sectors dominate.

While the Fund has no specific policy regarding the
market capitalization of issuers in which it will invest,
because of the nature of emerging market issuers, a
significant or substantial portion of the Fund’s
investments in equity securities of such issuers may be
in small capitalization companies, that is, in companies
with a market capitalization less than $1.5 billion.

In addition to its main investments, the Fund may
invest up to 20% of its net assets in investments of
developed market countries. The Fund also may invest
in American, Global and European Depositary
Receipts, which are certificates issued by a bank or
trust company that represent ownership in underlying
securities issued by a domestic or foreign issuer.

An equity security represents a proportionate share of
the ownership of a company; its value is based on the
success of the company’s business, any income paid to
stockholders, the value of its assets, and general
market conditions. Common and preferred stocks, and
securities convertible into common stock, are
examples of equity securities.

PORTFOLIO SELECTION
The manager’s investment philosophy is “bottom-up,”
value-oriented, and long-term. In choosing
investments, the Fund’s manager may make onsite
visits to companies to assess critical factors such as
management strength and local conditions. In
addition, the manager focuses on the market price of a
company’s securities relative to its evaluation of the
company’s potential long-term (typically 5 years)
earnings, asset value, cash flow, and balance sheet. A
company’s historical value measures, including price/
earnings ratio, book value, profit margins and
liquidation value, may also be considered, but are not
limiting factors.

TEMPORARY INVESTMENTS
When the manager believes market or economic
conditions are unusual or unfavorable for investors, is
unable to locate suitable investment opportunities, or
seeks to maintain liquidity, it may invest all or
substantially all of the Fund’s assets in U.S. or non-
U.S. currency denominated short-term or medium-
term (less than 5 years for this Fund) investments,
including cash or cash equivalents. In these
circumstances, the Fund may be unable to pursue its
investment goal.

The Fund invests predominantly in emerging
market investments.
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Main Risks

The Fund’s main risks may affect the Fund’s share
price, its distributions or income and, therefore, the
Fund’s performance.

STOCKS
Stocks may fluctuate in value more dramatically than
many other types of investments over the short term.
These price movements may result from factors
affecting individual companies, industries or securities
markets. For example, a negative development
regarding an individual company’s earnings,
management or accounting practices can cause its
price to decline, or a broad-based market drop can
cause the stock prices of many companies to decline.

VALUE STYLE INVESTING
Value stock prices are considered “cheap” relative to
the company’s perceived value and are often out of
favor with other investors. The manager may invest in
such stocks if it believes the market may have
overreacted to adverse developments or failed to
appreciate positive changes. However, if other
investors fail to recognize the company’s value (and
do not become buyers, or if they become sellers or
favor investing in faster growing companies), or favor
investing in faster-growing companies, value stocks
may not increase in value as anticipated by the
manager and may even decline in value.

FOREIGN SECURITIES
Investing in foreign securities, including securities of
foreign governments, typically involves more risks
than investing in U.S. securities. Certain of these risks
also may apply to securities of U.S. companies with
significant foreign operations. Emerging markets in
particular can experience significant price volatility in
any given year, and even daily. The Fund should be
thought of as a long-term investment for the
aggressive portion of a well-diversified portfolio.

Currency exchange rates. Many of the Fund’s
investments may be issued and traded in foreign

currencies. Changes in foreign currencies and in
currency exchange rates can dramatically decrease (or
increase) the value of the Fund’s foreign portfolio
holdings. To the extent the Fund does not hedge, or
successfully hedges, its currency exposure, these
currency exchange rate changes can have a
disproportionate impact on the Fund’s performance,
even accounting for most of the gain or loss in a
particular period.

Political and economic developments. The political,
economic and social structures of some countries in
which the Fund invests may be less stable and more
volatile than those in the U.S. The risks of investing in
these countries include the imposition of exchange
controls, currency devaluations, foreign ownership
limitations, confiscatory taxes, restrictions on the
removal of currency or other assets, nationalization of
assets, and expropriation. Diplomatic and political
developments could affect the economies, industries
and securities and currency markets, and the value of
the Fund’s investments, in non-U.S. countries,
including rapid and adverse political changes, social
instability, internal and regional conflicts, terrorism
and war. The Fund may have greater difficulty voting
proxies, exercising shareholder rights and pursuing
legal remedies with respect to its foreign investments.

Trading practices. Brokerage commissions and other
fees may be higher for foreign securities. There may be
less effective government supervision and regulation
of foreign stock exchanges, currency markets, trading
systems and brokers than in the U.S. The procedures
and rules governing foreign transactions and custody
also may involve delays in payment, delivery or
recovery of money or investments.

Availability of information. Foreign companies may
be subject to less revealing disclosure, accounting,
auditing and financial reporting standards and
practices than U.S. companies, and there may be less
publicly available information about them.

Limited markets. Foreign securities markets may be
less liquid, and even those which are generally
considered to be liquid may become illiquid for short
or extended periods. Certain foreign securities may be
less liquid and more volatile than many U.S.

Because the stocks the Fund holds fluctuate in
price with emerging market conditions and
currencies, the value of your investment in the
Fund will fluctuate as well. This means you
could lose money over short or even extended
periods.
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securities, which could limit the Fund’s ability to sell
them at favorable prices.

Emerging markets. The Fund’s investments in
emerging market countries are subject to all the risks
of foreign investing generally, and have additional,
heightened risks due to a lack of established legal,
political, business and social frameworks to support
securities markets. Some of the additional significant
risks include:

• Political and social uncertainty.

• Currency exchange rate volatility.

• Pervasiveness of corruption and crime.

• Delays in settling portfolio transactions.

• Risk of loss arising out of systems of share
registration and custody.

• Markets that are comparatively smaller and less
liquid than developed markets. Short-term volatility
in these markets, and declines of 50% or more, are
not unusual.

• Less effective or irregular government supervision
and regulation of business and industry practices,
stock exchanges, brokers and listed companies.

• Currency and capital controls and restrictions
(which may have an adverse affect on the value of
the securities of companies that trade or operate in
emerging market countries).

• Greater sensitivity to interest rate changes.

SMALLER AND MID-SIZED COMPANIES
While smaller companies, and to some extent mid-size
companies, may offer substantial opportunities for
capital growth, they also involve substantial risk and
should be considered speculative. Historically, smaller
and mid-size company securities have been more
volatile in price and have fluctuated independently
from larger company securities, especially over the
short term. Such companies can be particularly
sensitive to changing economic conditions, including
increases in interest rates because borrowing costs
rise, making it more difficult for small companies to
obtain credit to expand or they may have difficulty in
repaying any loans which have a floating interest rate
and their growth prospects are less certain.

COUNTRY, SECTOR OR INDUSTRY FOCUS
To the extent the Fund invests a significant portion of
its assets in a particular country, sector or industry at
any time, the Fund may carry a greater risk of loss due
to adverse developments affecting that country,
industry or sector than if the Fund always maintained
wide diversification among the countries, sectors or
industries in which it invests.

LIQUIDITY
Reduced liquidity affecting an individual security or
an entire market may have an adverse impact on
market price and the Fund’s ability to sell particular
securities when necessary to meet the Fund’s liquidity
needs or in response to a specific economic event.

More detailed information about the Fund, its
policies, and risks can be found in the SAI.
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Performance

This bar chart and table show the volatility of the Fund’s returns, which is one indicator of the risks of investing in the Fund. The bar chart shows changes in the Fund’s
returns from year to year over the past ten calendar years or since the Fund’s inception. The table shows how the Fund’s average annual total returns compare to those
of a broad-based securities market index. Of course, past performance cannot predict or guarantee future results.

Performance reflects all Fund expenses but does not include any fees or sales charges imposed by the variable insurance contract for which the
Fund is an investment option. If they had been included, the returns shown below would be lower.

.

AVERAGE ANNUAL TOTAL RETURNS
For the periods ended December 31, 2004

1 Year 5 Years

Since
Inception

03/04/96

Templeton Developing
Markets Securities
Fund - Class 2 24.71% 3.54% -.46%

MSCI Emerging Markets
Index2 25.95% 4.62% 3.75%

S&P/IFC Investable
Composite Index2 28.11% 6.08% 4.99%

Ongoing market volatility can significantly affect the Fund’s short-
term performance; recent returns may differ.

1. All Fund performance assumes reinvestment of dividends and
capital gains. Performance prior to the May 1, 2000 merger reflects
the historical performance of Templeton Developing Markets Fund.
In addition, because Class 2 shares were not offered until May 1,
1997, Class 2 Fund performance for prior periods represents the
historical results of Class 1 shares. For periods beginning on May 1,
1997, Class 2’s results reflect an additional 12b-1 fee expense which
also affects future performance.

2. Source: Standard & Poor’s Micropal. The unmanaged Morgan
Stanley Capital International (MSCI) Emerging Markets Index is a
free float-adjusted, market-capitalization weighted index that is
designed to measure equity market performance in the global
emerging markets. The index measures the total return of the equity
securities. The S&P/International Finance Corporation’s (IFC)
Investable Composite Index is a free-float market capitalization-
weighted index that is designed to measure the equity performance
of global emerging markets. An index includes reinvested dividends
and/or interest. One cannot invest directly in an index, nor is an
index representative of the Fund’s investments.
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Fees and Expenses

This table describes the fees and expenses that you may pay if you buy
and hold shares of the Fund. The table and the example do not
include any fees or sales charges imposed by the variable
insurance contract for which the Fund is an investment option.
If they were included, the costs shown below would be higher. Investors
should consult the contract prospectus or disclosure document for more
information.

SHAREHOLDER FEES
(fees paid directly from your investment)

Class 2

Maximum sales charge (load) imposed
on purchases N/A

ANNUAL FUND OPERATING EXPENSES
(expenses deducted from Fund assets)

Class 2

Management fees 1.25%
Distribution and service (12b-1) fees 0.25%
Other expenses 0.29%
Total annual Fund operating expenses 1.79%

EXAMPLE

This example can help you compare the cost of investing in the Fund with
the cost of investing in other mutual funds. It assumes:

• You invest $10,000 for the periods shown;

• Your investment has a 5% return each year; and

• The Fund’s operating expenses remain the same.

Although your actual costs may be higher or lower, based on these
assumptions your costs would be:

1 Year 3 Years 5 Years 10 Years

$182 $563 $970 $2,105
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Management

Templeton Asset Management Ltd. (Asset Management), 7 Temasek Boulevard, #38-03, Suntec Tower 1,
Singapore 038987, is the Fund’s investment manager. Asset Management has a branch office in Hong Kong.

The team responsible for the Fund’s management is:

Dr. J. Mark Mobius
MANAGING DIRECTOR OF ASSET
MANAGEMENT

Dr. Mobius has been a manager of the Fund since 1996, and has been with
Franklin Templeton Investments since 1987. He has primary responsibility
for the investments of the Fund. Dr. Mobius has final authority over all
aspects of the Fund’s investment portfolio, including but not limited to,
purchases and sales of individual securities, portfolio risk assessment, and
the management of daily cash balances in accordance with anticipated
management requirements. The degree to which he may perform these
functions, and the nature of these functions, may change from time to
time.

Tom Wu
DIRECTOR OF ASSET MANAGEMENT

Mr. Wu has been an assistant manager of the Fund since 1996, providing
research and advice on the purchases and sales of individual securities, and
portfolio risk assessment, and has been with Franklin Templeton
Investments since 1987.

Dennis Lim
DIRECTOR OF ASSET MANAGEMENT

Mr. Lim has been an assistant manager of the Fund since 1996, providing
research and advice on the purchases and sales of individual securities, and
portfolio risk assessment, and has been with Franklin Templeton
Investments since 1990.

The Fund’s SAI provides additional information about the portfolio managers’ compensation, other accounts
that they manage and their ownership of Fund shares.

The Fund pays Asset Management a fee for managing the Fund’s assets. For the fiscal year ended December 31,
2004, the Fund paid 1.25% of its average daily net assets to Asset Management for its services.
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Financial Highlights1

This table presents the financial performance of Class 2 shares for the past five years or since inception. The table shows certain information on a single
Fund share basis (per share performance). It also shows some key Fund statistics, such as total return (past performance) and expense ratios. Total
return represents the annual change in value of a share assuming reinvestment of dividends and capital gains. This information has been derived from
the financial statements audited by PricewaterhouseCoopers LLP. Their report, along with the Fund’s financial statements, is included in the annual
report, which is available upon request.

Class 2 Year ended December 31,
2004 2003 2002 2001 2000

Per share data ($)
Net asset value, beginning of year 7.09 4.69 4.76 5.22 7.74
Income from investment operations:

Net investment income2 .09 .11 .06 .07 .06
Net realized and unrealized gains (losses) 1.63 2.35 (.06) (.49) (2.53)

Total from investment operations 1.72 2.46 — (.42) (2.47)
Less distributions from net investment income (.14) (.06) (.07) (.04) (.05)
Net asset value, end of year 8.67 7.09 4.69 4.76 5.22
Total return (%)3 24.71 52.99 (.15) (8.08) (32.04)
Ratios/supplemental data
Net assets, end of year ($ x 1,000) 327,569 170,953 80,952 64,081 56,617
Ratios to average net assets: (%)

Expenses 1.79 1.80 1.83 1.82 1.81
Net investment income 1.27 2.10 1.20 1.37 .88

Portfolio turnover rate (%) 55.67 46.20 57.91 78.29 89.48

1. Financial highlights for periods prior to the May 1, 2000 merger reflect historical financial information of Templeton Developing Markets
Fund.
2. Based on average daily shares outstanding.
3. Total return does not include any fees, charges or expenses imposed by the variable annuity and life insurance contracts for which the
Fund serves as an underlying investment vehicle. If they had been included, total return would be lower. Total return is not annualized for
periods less than one year.
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Additional Information, All Funds

R e g u l a t o r y U p d a t e

On August 2, 2004, Franklin Resources, Inc.
announced that Franklin Advisers, Inc. (Advisers)
(adviser to many of the funds within Franklin
Templeton Investments, and an affiliate of the adviser
to the other funds) reached a settlement with the
Securities and Exchange Commission (SEC) that
resolved the issues resulting from the SEC’s
investigation of market timing activity in the Franklin
Templeton Investments funds. In connection with that
agreement, the SEC issued an “Order Instituting
Administrative and Cease-and-Desist Proceedings
Pursuant to Sections 203(e) and 203(k) of the
Investment Advisers Act of 1940 and Sections 9(b)
and 9(f) of the Investment Company Act of 1940,
Making Findings and Imposing Remedial Sanctions
and a Cease-and-Desist Order” (August Order). The
SEC’s August Order concerns the activities of a limited
number of third parties that ended in 2000 and those
that are the subject of the Massachusetts Consent
Order described below.

Under the terms of the SEC’s August Order, pursuant
to which Advisers neither admitted nor denied any of
the findings contained therein, Advisers agreed to pay
$50 million, of which $20 million is a civil penalty, to
be distributed to shareholders of certain funds in
accordance with a plan to be developed by an
independent distribution consultant. The independent
distribution consultant is in the process of developing
a methodology and Plan of Distribution pursuant to
the August Order. Therefore, it is not currently
possible to say which particular groups of fund
shareholders will receive distributions of those
settlement monies or in what proportion and
amounts.

The August Order also required Advisers to, among
other things:

• Enhance and periodically review compliance
policies and procedures, and establish a corporate
ombudsman; and

• Establish a new internal position whose
responsibilities shall include compliance matters
related to conflicts of interests.

On September 20, 2004, Franklin Resources, Inc.
announced that two of its subsidiaries, Advisers and
Franklin Templeton Alternative Strategies, Inc.
(FTAS), reached an agreement with the Securities
Division of the Office of the Secretary of the

Commonwealth of Massachusetts (the State of
Massachusetts) related to its administrative complaint
filed on February 4, 2004. The administrative
complaint concerned one instance of market timing
that was also a subject of the August 2, 2004
settlement that Advisers reached with the SEC, as
described above. Under the terms of the settlement
consent order issued by the State of Massachusetts,
Advisers and FTAS consented to the entry of a cease-
and-desist order and agreed to pay a $5 million
administrative fine to the State of Massachusetts
(Massachusetts Consent Order). The Massachusetts
Consent Order included two different sections:
“Statements of Fact” and “Violations of Massachusetts
Securities Laws.” Advisers and FTAS admitted the
facts in the Statements of Fact.

On November 19, 2004, Franklin Resources, Inc.
reached a second agreement with the State of
Massachusetts regarding an administrative complaint
filed on October 25, 2004 (the Second Complaint).
The Second Complaint alleged that Franklin
Resources, Inc.’s Form 8-K filing (in which it
described the Massachusetts Consent Order) failed to
state that Advisers and FTAS admitted the Statements
of Fact portion of the Massachusetts Consent Order.
As a result of the November 19, 2004 settlement with
the State of Massachusetts, Franklin Resources, Inc.
filed a new Form 8-K (in which it revised the
description of the Massachusetts Consent Order). The
terms of the Massachusetts Consent Order did not
change and there was no monetary fine associated
with this second settlement.

On November 17, 2004, Franklin Resources, Inc.
announced that its subsidiary, Franklin Templeton
Distributors, Inc. (Distributors) (the principal
underwriter of shares of the Franklin Templeton
mutual funds), reached an agreement with the
California Attorney General’s Office (CAGO),
resolving the issues resulting from the CAGO’s
investigation concerning marketing support payments
to securities dealers who sell fund shares. Under the
terms of the settlement with the CAGO, Distributors
agreed to pay $2 million to the State of California as a
civil penalty, $14 million to Franklin Templeton funds
to be allocated by an independent distribution
consultant to be paid for by Distributors, and
$2 million to the CAGO for its investigative costs.
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On December 13, 2004, Franklin Resources, Inc.
announced that Distributors and Advisers reached an
agreement with the SEC, resolving the issues resulting
from the SEC’s investigation concerning marketing
support payments to securities dealers who sell fund
shares. In connection with that agreement, the SEC
issued an “Order Instituting Administrative and
Cease-and-Desist Proceedings, Making Findings, and
Imposing Remedial Sanctions Pursuant to Sections
203(e) and 203(k) of the Investment Advisers Act of
1940, Sections 9(b) and 9(f) of the Investment
Company Act of 1940, and Section 15(b) of the
Securities and Exchange Act of 1934” (December
Order).

Under the terms of the SEC’s December Order, in
which Advisers and Distributors neither admitted nor
denied any of the findings contained therein, they
agreed to pay the funds a penalty of $20 million and
disgorgement of $1 (one dollar), in accordance with a
plan to be developed by an independent distribution
consultant to be paid for by Advisers and Distributors.

The SEC’s December Order and the CAGO settlement
agreement concerning marketing support payments
provide that the distribution of settlement monies are
to be made to the relevant funds, not to individual
shareholders. The independent distribution consultant
has substantially completed preparation of these
distribution plans. The CAGO has approved the
distribution plan pertaining to the distribution of the
monies owed under the CAGO settlement agreement
and, in accordance with the terms and conditions of
that settlement, the monies have been disbursed. The
SEC and the Fund Board have not yet approved the
distribution plan pertaining to the SEC marketing
support payments December Order. When approved,
disbursements of settlement monies under the SEC’s
December Order will also be made promptly in
accordance with the terms and conditions of that
order. Advisers and Distributors also agreed to
implement certain measures and undertakings relating
to marketing support payments to broker-dealers for
the promotion or sale of fund shares, including
making additional disclosures in the Fund’s
Prospectus and Statement of Additional Information.

Franklin Resources, Inc. and certain of its subsidiaries,
in addition to most of the mutual funds within
Franklin Templeton Investments and certain current
or former officers, directors, and/or employees, have

been named in private lawsuits (styled as shareholder
class actions, or as derivative actions on behalf of
either the named funds or Franklin Resources, Inc.)
relating to the matters reported above. The lawsuits
were filed in federal district courts in California,
Florida, Illinois, Massachusetts, Nevada, New Jersey,
and New York, and in state courts in Illinois. Many of
those suits are now pending in a multi-district
litigation in the United States District Court for the
District of Maryland. Franklin Resources, Inc. believes
that the claims made in each of the lawsuits are
without merit and intends to defend vigorously
against the allegations. It is possible that additional
similar civil actions related to the matters reported
above could be filed in the future.

On April 12, 2005, the Attorney General of West
Virginia filed a complaint in state court against a
number of companies engaged in the mutual fund
industry including Franklin Resources, Inc. and its
subsidiary, Advisers, alleging violations of the West
Virginia Consumer Credit and Protection Act. To the
extent applicable to Franklin Resources, Inc. and
Advisers, the complaint arises from activity that
occurred in 2001 and duplicates, in whole or in part,
the allegations asserted in the Massachusetts Consent
Order and the findings in the SEC’s August Order, as
described above.

Franklin Resources, Inc. previously disclosed these
issues as matters under investigation by government
authorities and the subject of an internal company
inquiry as well as private lawsuits in its regulatory
filings and on its public website. Any further updates
on these matters will be disclosed on Franklin
Resources, Inc.’s website at franklintempleton.com
under “Statement on Current Industry Issues.”

PORTFOLIO HOLDINGS

A description of the Trust’s policies and procedures
regarding the release of portfolio holdings information
for each Fund is also available in the Trust’s SAI.
Portfolio holdings information can be viewed online at
franklintempleton.com.

DEALER COMPENSATION

Franklin Templeton Distributors, Inc. (“Distributors”)
and/or its affiliates may provide financial support to
securities dealers that sell shares of Franklin
Templeton funds, or participate in the offering of
variable insurance products that invest in the Trust
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(“Qualifying Dealers”); such financial support may be
made by payments from Distributors’ and/or its
affiliates’ resources, including from Distributors’
retention of underwriting concessions and, in the case
of Rule 12b-1 share classes, from payments to
Distributors under such plans.

Distributors makes these payments in connection with
Qualifying Dealers’ efforts to educate financial
advisors about our funds. A number of factors will be
considered in determining payments, including such
dealer’s sales, assets and redemption rates, and the
quality of the dealer’s relationship with Distributors.
Distributors may, on an annual basis, determine the
advisability of continuing these payments. To the
extent permitted by SEC and NASD rules and other
applicable laws and regulations, Distributors and/or its
affiliates may pay or allow other promotional
incentives or payments to dealers. Sale of Trust shares,
as well as shares of other Franklin Templeton funds, is

not considered a factor in the selection of securities
dealers to execute the Trust’s portfolio transactions.
Accordingly, the allocation of portfolio transactions
for execution by Qualifying Dealers is not considered
marketing support payments.

You can find further details in the SAI about the
payments made by Distributors and/or its affiliates and
the services provided by your Qualifying Dealer. While
your insurance company’s fees and charges are generally
disclosed in the insurance contract prospectus, your
Qualifying Dealer may charge you additional fees or
commissions other than those disclosed in this
prospectus. You can ask your insurance company and
Qualifying Dealer for information about any payments
they receive from Distributors and/or its affiliates and
any services they provide, as well as about fees and/or
commissions they charge. These payments and other
fees and charges are not reflected in the fee table
included in this prospectus.

D i s t r i b u t i o n s a n d T a x e s
INCOME AND CAPITAL GAINS DISTRIBUTIONS

Each Fund will declare as dividends substantially all
of its net investment income. Except for Franklin
Money Market Fund, each Fund typically pays
dividends from net investment income and net capital
gains, if any, at least annually. Dividends or
distributions by the Funds will reduce the per share
net asset value (NAV) by the per share amount paid.

Franklin Money Market Fund declares a dividend each
day the Fund’s NAV is calculated, equal to all of its
daily net income, payable as of the close of business
the preceding day. The amount of dividend may
fluctuate from day to day and may be omitted on some
days, depending on changes in the factors that
comprise the Fund’s net income.

Dividends paid by a Fund will be automatically
reinvested in additional shares of that Fund or, if
requested, paid in cash to the insurance company
shareholder.

TAX CONSIDERATIONS

The tax consequences for contract owners from their
investment in variable annuity or variable life
insurance contracts will depend on the provisions of
these contracts. Contract owners should consult the
accompanying contract prospectus for more
information on these tax consequences.
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Fund Account Information

B u y i n g S h a r e s

Insurance companies offer variable annuity and
variable life insurance products to investors including
pension plans (Contracts), through separate accounts
(Insurers). Separate accounts, and not the owners of
the Contracts including group contract and pension
plan certificate holders (Contract Owners), are
generally the shareholders of each Fund.

Shares of each Fund are sold at net asset value (NAV).
The Funds generally correspond with investment
options for variable annuity or variable life insurance
contracts. The Trust’s Board of Trustees (Board)
monitors the Funds for the existence of any material
irreconcilable conflicts of interest between different

types of their investors. If there were any such
conflicts, the Board will determine what action, if any,
shall be taken in response. Please refer to the
accompanying contract prospectus for information on
how to select a Fund as an investment option.

Contract Owners’ payments will be allocated by the
insurance company separate account to sub-accounts
that purchase shares of the Fund corresponding with
the sub-account chosen by the Contract Owner, and
are subject to any limits or conditions in the contract.
Requests to buy shares are processed at the NAV next
calculated after we receive the request in proper form.
The Funds do not issue share certificates.

S e l l i n g S h a r e s
Each insurance company shareholder sells shares of
the applicable Fund to make benefit or surrender
payments or to execute exchanges (transfers) between
investment options under the terms of its Contracts.

Requests to sell shares are processed at the NAV next
calculated after the Fund receives the request in
proper form.

E x c h a n g i n g S h a r e s
Contract Owners may exchange interests in sub-
accounts of an insurance company separate account that
corresponds with shares of any one class or Fund, for
interests in sub-accounts that correspond with shares of
other classes or Funds, subject to the terms and any
specific limitations on the exchange (or “transfer”)
privilege described in the Contract prospectus.

Frequent exchanges or excessive trading can harm
performance and interfere with Fund portfolio
management or operations and increase Fund costs.
The Funds discourage short-term or excessive trading
and may seek to restrict or reject such trading (please
see “Market Timing Policy,” below).

M a r k e t T i m i n g P o l i c y
The Board has adopted the following policies with
respect to market timing (Market Timing Policy):

Market timing generally. Each Fund discourages and
does not intend to accommodate short-term or
frequent purchases and redemptions of fund shares,
often referred to as “market timing,” and asks its
participating Insurers for their cooperation in trying to
discourage such activity in their separate accounts by
Contract Owners and their financial advisors. Each
Fund intends to seek to restrict or reject such trading

or take other action, as described below, if in the
judgment of the Fund manager or transfer agent such
trading may interfere with the efficient management of
the Fund’s portfolio, may materially increase the
Fund’s transaction costs, administrative costs or taxes,
or may otherwise be detrimental to the interests of the
Fund and its shareholders.

Market timing consequences. If information regarding
trading activity in any Fund or in any other Franklin
Templeton fund or non-Franklin Templeton fund is

4 Franklin Templeton Variable Insurance Products Trust - Class 2



brought to the attention of the Fund’s manager or
transfer agent and based on that information the Fund
or its manager or transfer agent in their sole discretion
conclude that such trading may be detrimental to the
Fund as described in this Market Timing Policy, the
Fund may temporarily or permanently bar future
purchases into the Fund or, alternatively, may limit
the amount, number or frequency of any future
purchases and/or the method by which an Insurer may
request future purchases and redemptions (including
purchases and/or redemptions by an exchange or
transfer between the Fund and any other mutual
fund).

In considering trading activity, the Fund may
consider, among other factors, trading history both
directly and, if known, through financial
intermediaries, in the Fund, in other Franklin
Templeton funds, in non-Franklin Templeton mutual
funds, or in accounts under common control or
ownership.

Market timing through Insurers. As a Contract Owner
you are also subject to this policy. An Insurer’s order
for purchases and/or redemptions pursuant to a
Contract Owner’s instructions (including purchases
and/or redemptions by an exchange or transfer
between a Fund and any mutual fund) are submitted
pursuant to aggregated orders (Aggregated Orders).
While each Fund will encourage Insurers to apply the
Fund’s market timing trading policy to their Contract
Owners, the Fund is limited in its ability to monitor
the trading activity or enforce the Fund’s Market
Timing Policy because the Insurer has the relationship
with, and is responsible for maintaining the account
records of, the individual Contract Owners. For
example, should it occur, the Fund may not be able to
detect market timing that may be facilitated by
financial intermediaries or made difficult to identify in
the Aggregated Orders used by Insurers.

Therefore, each Fund or its agents selectively monitor
the Aggregated Orders used by Insurers for purchases,
exchanges and redemptions in respect of all their
Contract Owners and seek the cooperation of Insurers
to apply the Fund’s Market Timing Policy. There may
be legal and technological limitations on the ability of
an Insurer to impose trading restrictions and to apply
the Fund’s Market Timing Policy to their Contract
Owners through such methods as implementing
short-term trading limitations or restrictions, assessing
a Fund’s redemption fee (if applicable) and

monitoring trading activity for what might be market
timing. As a result, the Fund may not be able to
determine whether trading by Insurers in respect of
their Contract Owners is contrary to the Fund’s
Market Timing Policy.

Risks from market timers. Depending on various
factors, including the size of the Fund, the amount of
assets the portfolio manager typically maintains in
cash or cash equivalents and the dollar amount and
number and frequency of trades and the types of
securities in which the Fund typically invests, short-
term or frequent trading may interfere with the
efficient management of the Fund’s portfolio, increase
the Fund’s transaction costs, administrative costs and
taxes and/or impact Fund performance.

In addition, if the nature of a Fund’s portfolio
holdings exposes the Fund to “arbitrage market
timers,” the value of the Fund’s shares may be diluted
if redeeming shareholders receive proceeds (and
buying shareholders receive shares) based upon net
asset values which do not reflect appropriate fair value
prices. Arbitrage market timing occurs when an
investor seeks to take advantage of the possible delay
between the change in the value of a mutual fund’s
portfolio holdings and the reflection of the change in
the fund’s net asset value per share. A Fund that
invests significantly in foreign securities may be
particularly vulnerable to arbitrage market timing.
Arbitrage market timing in foreign investments may
occur because of time zone differences between the
foreign markets on which the Fund’s international
portfolio securities trade and the time as of which the
Fund’s NAV is calculated. Arbitrage market timers
may purchase shares of the Fund based on events
occurring after foreign market closing prices are
established, but before calculation of the Fund’s NAV.
One of the objectives of the Funds’ fair value pricing
procedures is to minimize the possibilities of this type
of arbitrage market timing (please see “Valuation –
Foreign Securities—Potential Impact of Time Zones
and Market Holidays”).

Each Fund is currently using several methods to
reduce the risk of market timing. These methods
include:

• seeking the cooperation of Insurers to assist the
Fund in identifying potential market timing activity;

• committing staff to selectively review on a
continuing basis recent trading activity in order to
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identify trading activity that may be contrary to the
Fund’s Market Timing Policy;

• monitoring potential price differentials following
the close of trading in foreign markets to determine
whether the application of fair value pricing
procedures is warranted; and

• seeking the cooperation of financial intermediaries
to assist the Fund in identifying market timing
activity.

Though these methods involve judgments that are
inherently subjective and involve some selectivity in
their application, each Fund seeks to make judgments
and applications that are consistent with the interests

of the Fund’s shareholders. There is no assurance that
the Fund or its agents will gain access to any or all
information necessary to detect market timing in
Insurers’ separate accounts. While the Fund will seek
to take actions (directly and with the assistance of
Insurers) that will detect market timing, it cannot
represent that such trading activity can be minimized
or completely eliminated.

Revocation of market timing trades. Transactions
placed in violation of a Fund’s Market Timing Policy
or exchange limit guidelines are not necessarily
deemed accepted by the Fund and may be cancelled or
revoked by the Fund, in full or in part, following
receipt by the Fund.

I n v o l u n t a r y R e d e m p t i o n s
Each Fund reserves the right to close an account (and
involuntarily redeem any investment) if it is deemed
to have engaged in activities that are illegal (such as
late trading) or otherwise believed to be detrimental to

the Fund (such as market timing), to the fullest extent
permitted by law and consistent with the best interests
of the Fund and its shareholders. Involuntary
redemptions may be in cash or in kind.

F u n d A c c o u n t P o l i c i e s
CALCULATING SHARE PRICE

When they buy and sell shares, the Funds’ shareholders
pay and receive the net asset value (NAV) per share.

The value of a mutual fund is determined by
deducting the fund’s liabilities from the total assets of
the portfolio. The Funds’ NAV per share is determined
by dividing the net asset value of each Fund’s share
class by the applicable number of shares outstanding
per share class. The Funds’ NAV does not include any
fee or sales charge imposed by the variable insurance
contracts for which the Funds are investment options.
Investors should consult the contract prospectus or
disclosure document for more information.

The Funds calculate their NAV per share each
business day at the close of trading on the New York
Stock Exchange (NYSE) (normally 1:00 p.m. Pacific
time). The Funds do not calculate their NAV on days
the NYSE is closed for trading, which include New
Year’s Day, Martin Luther King Jr. Day, President’s

Day, Good Friday, Memorial Day, Independence Day,
Labor Day, Thanksgiving Day and Christmas Day.

When determining their NAV, the Funds value cash
and receivables at their realizable amounts, and record
interest as accrued and dividends on the ex-dividend
date. The Funds generally utilize two independent
pricing services to assist in determining a current
market value for each security. If market quotations
are readily available for portfolio securities listed on a
securities exchange or on the Nasdaq National Market
System, the Funds value those securities at the last
quoted sale price or the official closing price of the
day, respectively, or, if there is no reported sale,
within the range of the most recent quoted bid and ask
prices. The Funds value over-the-counter portfolio
securities within the range of the most recent bid and
ask prices. If portfolio securities trade both in the
over-the-counter market and on a stock exchange, the
Funds value them according to the broadest and most
representative market as determined by the manager.
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Generally, trading in corporate bonds, U.S.
government securities and money market securities is
substantially completed each day at various times
before the close of the NYSE. The value of these
securities used in computing the NAV is determined
as of such times. Occasionally, events affecting the
values of these securities may occur between the times
at which they are determined and the close of the
NYSE that will not be reflected in the computation of
the NAV. The Funds rely on third party pricing
vendors to monitor for events materially affecting the
value of these securities during this period. If an event
occurs the third party pricing vendors will provide
revised values to the Funds.

FAIR VALUATION – INDIVIDUAL SECURITIES

Since the Funds may invest in securities that are
restricted, unlisted, traded infrequently, thinly traded,
or relatively illiquid, there is the possibility of a
differential between the last available market prices for
one or more of those securities and the latest
indications of market values for those securities. The
Funds have procedures to determine the fair value of
individual securities and other assets for which market
prices are not readily available (such as certain
restricted or unlisted securities and private
placements) or which may not be reliably priced (such
as in the case of trade suspensions or halts, price
movement limits set by certain foreign markets, and
thinly traded or illiquid securities). Some methods for
valuing these securities may include: fundamental
analysis (earnings multiple, etc.), matrix pricing,
discounts from market prices of similar securities, or
discounts applied due to the nature and duration of
restrictions on the disposition of the securities.

The application of fair value pricing procedures
represents a good faith determination based upon
specifically applied procedures. There can be no
assurance that the Funds could obtain the fair value
assigned to a security if they were able to sell the
security at approximately the time at which a Fund
determines its NAV per share.

SECURITY VALUATION – U.S. PASS-THROUGH,
CMO, ABS, MBS

Mortgage pass-through securities (such as Ginnie
Mae, Fannie Mae and Freddie Mac), other mortgage-
backed securities (MBS), collateralized mortgage
obligations (CMO’s) and asset-backed securities

(ABS), generally trade in the over-the-counter market
rather than on a securities exchange. The Funds may
value these portfolio securities by utilizing quotations
from bond dealers, information with respect to bond
and note transactions and may rely on independent
pricing services. The Funds’ pricing services use
valuation models or matrix pricing to determine
current value. In general, they use information with
respect to comparable bond and note transactions,
quotations from bond dealers or by reference to other
securities that are considered comparable in such
characteristics as rating, interest rate, maturity date,
option adjusted spread models, prepayment
projections, interest rate spreads and yield curves.
Matrix pricing is considered a form of fair value
pricing.

SECURITY VALUATION – CORPORATE DEBT
SECURITIES

Corporate debt securities generally trade in the over-
the-counter market rather than on a securities
exchange. The Funds may value these portfolio
securities by utilizing quotations from bond dealers,
information with respect to bond and note
transactions and may rely on independent pricing
services to assist in determining a current market
value for each security. The Funds’ pricing services
may utilize independent quotations from bond dealers
and bond market activity to determine current value.

SECURITY VALUATION – SENIOR SECURED
CORPORATE LOANS

Senior secured corporate loans with floating or
variable interest rates generally trade in the
over-the-counter market rather than on a securities
exchange. The Funds may value these portfolio
securities by utilizing quotations from loan dealers
and other financial institutions, information with
respect to bond and note transactions and may rely on
independent pricing services to assist in determining a
current market value for each security. These pricing
services may utilize independent market quotations
from loan dealers or financial institutions and may
incorporate valuation methodologies that incorporate
multiple bond characteristics. These characteristics
may include dealer quotes, issuer type, coupon,
maturity, weighted average maturity, interest rate
spreads and yield curves, cash flow and credit risk/
quality analysis.
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SECURITY VALUATION – MUNICIPAL SECURITIES –
MATRIX PRICING (FAIR VALUATION)

Municipal securities generally trade in the over-the-
counter market rather than on a securities exchange.
The Funds’ pricing services use valuation models or
matrix pricing to determine current value. In general,
they use information with respect to comparable bond
and note transactions, quotations from bond dealers
or by reference to other securities that are considered
comparable in such characteristics as rating, interest
rate and maturity date. Matrix pricing is considered a
form of fair value pricing.

SECURITY VALUATION – OPTIONS

The Funds value portfolio securities underlying
actively traded call options at their market price as
determined above. The current market value of any
option a Fund holds is its last sale price on the
relevant exchange before the Fund values its assets. If
there are no sales that day or if the last sale price is
outside the bid and ask prices, a Fund values options
within the range of the current closing bid and ask
prices if the Fund believes the valuation fairly reflects
the contract’s market value.

VALUATION – FOREIGN SECURITIES –
COMPUTATION OF U.S. EQUIVALENT VALUE

Each Fund generally determines the value of a foreign
security as of the close of trading on the foreign stock
exchange on which the security is primarily traded, or
as of the close of trading on the NYSE, if earlier. The
value is then converted into its U.S. dollar equivalent
at the foreign exchange rate in effect at the close of the
NYSE (generally 1:00 p.m. Pacific time) on the day
that the value of the foreign security is determined. If
no sale is reported at that time, the foreign security
will be valued within the range of the most recent
quoted bid and ask prices. Occasionally events (such
as repatriation limits or restrictions) may impact the
availability or reliability of foreign exchange rates used
to convert the US dollar equivalent value. If such an
event occurs, the foreign exchange rate will be valued
at fair value using procedures established and
approved by the Board.

VALUATION – FOREIGN SECURITIES – POTENTIAL
IMPACT OF TIME ZONES AND MARKET
HOLIDAYS

Trading in securities on foreign securities stock
exchanges and over-the-counter markets, such as

those in Europe and Asia, may be completed well
before the close of business on the NYSE on each day
that the NYSE is open. Occasionally, events occur
between the time at which trading in a foreign security
is completed and the close of the NYSE that might call
into question the availability (including the reliability)
of the value of a foreign portfolio security held by a
Fund. As a result, the Fund may be susceptible to
what is referred to as “time zone arbitrage.” Certain
investors in the Funds may seek to take advantage of
discrepancies in the value of a Fund’s portfolio
securities as determined by the foreign market at its
close and the latest indications of value attributable
the portfolio securities at the time the Fund’s NAV is
computed. Trading by these investors, often referred
to as “arbitrage market timers,” may dilute the value
of the Fund’s shares, if such discrepancies in security
values actually exist. To attempt to minimize the
possibilities for time zone arbitrage, and in accordance
with procedures established and approved by the
Board, the managers monitor price movements
following the close of trading in foreign stock markets
through a series of country specific market proxies
(such as baskets of American Depositary Receipts
(ADRs), futures contracts and exchange traded funds).

These price movements are measured against
established trigger thresholds for each specific market
proxy to assist in determining if an event has occurred
that might call into question the availability (including
the reliability) of the values of foreign securities
between the times at which they are determined and
the close of the NYSE. If such an event occurs, the
foreign securities may be valued using fair value
procedures established and approved by the Board. In
certain circumstances these procedures include the
use of independent pricing services. The intended
effect of applying fair value pricing is to compute an
NAV that accurately reflects the value of a Fund’s
portfolio at the time that the NAV is calculated, to
discourage potential arbitrage market timing in Fund
shares, to mitigate the dilutive impact of such
attempted arbitrage market timing and to be fair to
purchasing, redeeming and existing shareholders.
However, the application of fair value pricing
procedures may, on occasion, worsen rather than
mitigate the potential dilutive impact of shareholder
trading.

In addition, trading in foreign portfolio securities
generally, or in securities markets in a particular
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country or countries, may not take place on every
NYSE business day. Furthermore, trading takes place
in various foreign markets on days that are not
business days for the NYSE, and on which a Fund’s
NAV is not calculated. Thus, the calculation of the
Fund’s NAV does not take place contemporaneously
with the determination of the prices of many of the
foreign portfolio securities used in the calculation. If
events affecting the last determined values of these
foreign securities occur (determined through the
monitoring process described above), the securities
will be valued at fair value determined in good faith in
accordance with a Fund’s fair value procedures
established and approved by the Board.

STATEMENTS AND REPORTS

Contract Owners will receive financial reports for the
Funds related to their Contract from the sponsoring
Insurer every six months.

SHARE CLASSES

Class 1, Class 2 and Class 3 shares of the Funds are
identical except that Class 2 and Class 3 each have a
distribution plan or “rule 12b-1” plan as described
below for Class 2 shares and in their prospectuses for
Class 3 shares. Class 3 may assess a 1.00% redemption
fee, as described in the prospectuses for Class 3
shares.

Distribution and service (12b-1) fees. Class 2 has a
distribution plan, sometimes known as a rule 12b-1
plan, that allows the Funds to pay distribution fees to
those who sell and distribute Class 2 shares and
provide services to shareholders and contract owners.
Because these fees are paid out of Class 2’s assets on
an on-going basis, over time these fees will increase
the cost of an investment, and may cost you more than
paying other types of sales charges. While the
maximum amount payable under most Funds’ Class 2
rule 12b-1 plan is 0.35% per year of a Fund’s average
net assets, the Board has set the current rate at 0.25%.
However, Franklin Strategic Income Securities Fund,
Templeton Global Asset Allocation Fund, Templeton
Developing Markets Securities Fund, Templeton
Foreign Securities Fund and Templeton Global
Income Securities Fund each have a maximum rule
12b-1 plan fee of 0.25% per year. A portion of the fees
payable to Franklin Templeton Distributors, Inc.

(Distributors) or others under the rule 12b-1 plan may
be retained by Distributors for distribution expenses.

Subject to applicable law, the Board may from time to
time, without the approval, vote or consent of
shareholders of any Fund or class, combine, merge or
otherwise consolidate the shares of two or more
classes of shares of a Fund with and/or into a single
class of shares of such Fund, with such designation,
preference, conversion or other rights, voting powers,
restrictions, limitations as to dividends, qualifications,
terms and conditions of redemption and other
characteristics as the Board may determine. Such
transactions may be effected through share-for-share
exchanges, transfers or sales of assets, shareholder in-
kind redemptions and purchases, exchange offers, or
any other method approved by the Board.

ADDITIONAL POLICIES

Please note that the Funds maintain additional
policies and reserve certain rights, including:

• Each Fund may restrict, reject or cancel any
purchase order, including and exchange request.

• At any time, the Funds may establish or change
investment minimums.

• The Funds may make material changes to or
discontinue the exchange privilege on 60 days’
notice to insurance company shareholders, or as
otherwise provided by law.

• You may only buy shares of the Funds (including
the purchase side of an exchange) eligible for sale in
your state or jurisdiction.

• In unusual circumstances, we may temporarily
suspend redemptions, or postpone the payment of
proceeds, as allowed by federal securities laws.

• For redemptions over a certain amount, a Fund may
pay redemption proceeds in securities or other
assets rather than cash if the manager determines it
is in the best interest of the Fund, consistent with
applicable law.

• To permit investors to obtain the current price,
participating insurance companies are responsible
for transmitting all orders to the Fund promptly.
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Q u e s t i o n s
More detailed information about the Trust and the
Funds’ account policies can be found in the Funds’ SAI.
If you have any questions about the Funds, you can
write to us at One Franklin Parkway, P.O. Box 7777,

San Mateo, CA 94403-7777. You can also call us at
1-800/362-6243 (a toll-free number). For your
protection and to help ensure we provide you with
quality service, all calls may be monitored or recorded.

10 Franklin Templeton Variable Insurance Products Trust - Class 2



[THIS PAGE INTENTIONALLY LEFT BLANK]



[THIS PAGE INTENTIONALLY LEFT BLANK]





For More Information
For information on the Funds, including a free copy of the Funds’ prospectus and Statement of Additional
Information (SAI), and the Funds’ Annual and Semiannual Reports, contact your financial advisor or the
insurance company offering your Contract.

Shares of the Funds of Franklin Templeton Variable Insurance Products Trust (Funds) are offered generally
only to insurance company separate accounts to serve as the investment vehicles for variable insurance contracts
(Contracts), and are not offered to the public. Because of this, the Funds’ offering documents and shareholder
reports are not available on our public website at franklintempleton.com.

Not all Funds and classes are available in all Contracts. For information on the terms of investment in a
Contract, please consult the Contract prospectus that accompanies this Fund prospectus.

You can learn more about the Fund in the following documents:

ANNUAL/SEMIANNUAL FUND REPORTS TO SHAREHOLDERS

Include a discussion of recent market conditions and Fund strategies that significantly affected Fund
performance during its last fiscal year, financial statements, detailed performance information, portfolio
holdings and, in the annual report only, the Independent Registered Public Accounting Firm’s report.

STATEMENT OF ADDITIONAL INFORMATION

Contains more information about the Funds, their investments, policies, and risks. It is incorporated by
reference into (is legally a part of) this prospectus.

You also can obtain information about the Funds by visiting the SEC’s Public Reference Room in Washington,
DC (phone 1-202/942-8090) or the EDGAR Database on the SEC’s Internet site at http://www.sec.gov. You can
obtain copies of this information, after paying a duplicating fee, by writing to the SEC’s Public Reference
Section, Washington, DC 20549-0102 or by electronic request at the following email address:
publicinfo@sec.gov.

Investment Company Act file #811-5479



▼ May 1, 2005

Janus Aspen Series
Forty Portfolio

(Formerly named Capital Appreciation Portfolio)

Institutional Shares

Prospectus

The Securities and Exchange Commission has not approved or disapproved of these securities or passed on the accuracy or
adequacy of this Prospectus. Any representation to the contrary is a criminal offense. 



This prospectus describes Forty Portfolio. Janus Capital Management LLC (‘‘Janus Capital’’) serves as
investment adviser to the Portfolio. The Portfolio currently offers two classes of shares. The Institutional
Shares (the ‘‘Shares’’) are sold under the name of ‘‘Janus Aspen Series’’ and are offered by this prospectus in
connection with investment in and payments under variable annuity contracts and variable life insurance
contracts (collectively, ‘‘variable insurance contracts’’), as well as certain qualified retirement plans. 

Janus Aspen Series – Institutional Shares sells and redeems its Shares at net asset value without sales charges,
commissions or redemption fees. Each variable insurance contract involves fees and expenses that are not
described in this prospectus. See the accompanying contract prospectus for information regarding contract
fees and expenses and any restrictions on purchases or allocations. 

This prospectus contains information that a prospective purchaser of a variable insurance contract or plan
participant should consider in conjunction with the accompanying separate account prospectus of the specific
insurance company product before allocating purchase payments or premiums to the Portfolio. 
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RISK/RETURN SUMMARY

FORTY PORTFOLIO

Forty Portfolio (the ‘‘Portfolio’’) is designed for long-term investors who primarily seek growth of capital and who can
tolerate the greater risks associated with common stock investments. 

Investment Objective

Forty Portfolio seeks long-term growth of capital. 

The Portfolio’s Trustees may change this objective or the Portfolio’s principal investment policies without a shareholder
vote. If there is a material change to the Portfolio’s objective or principal investment policies, you should consider
whether the Portfolio remains an appropriate investment for you. There is no guarantee that the Portfolio will meet its
objective. 

Main Investment Strategies

The Portfolio pursues its objective by investing primarily in a core group of 20-40 common stocks selected for their
growth potential. The Portfolio may invest in companies of any size, from larger, well-established companies to
smaller, emerging growth companies. 

The portfolio manager applies a ‘‘bottom up’’ approach in choosing investments. In other words, the portfolio manager
looks at companies one at a time to determine if a company is an attractive investment opportunity and if it is
consistent with the Portfolio’s investment policies. If the portfolio manager is unable to find such investments, the
Portfolio’s uninvested assets may be held in cash or similar investments, subject to the Portfolio’s specific investment
policies. 

Within the parameters of its specific investment policies, the Portfolio may invest without limit in foreign equity and
debt securities. The Portfolio will limit its investment in high-yield/high-risk bonds to less than 35% of its net assets. 

Main Investment Risks

The biggest risk is that the Portfolio’s returns may vary, and you could lose money. The Portfolio is designed for long-
term investors interested in an equity portfolio, including common stocks. Common stocks tend to be more volatile
than many other investment choices. 

The value of the Portfolio’s holdings may decrease if the value of an individual company in the Portfolio decreases.
The value of the Portfolio’s holdings could also decrease if the stock market goes down. If the value of the Portfolio’s
holdings decreases, the Portfolio’s net asset value (‘‘NAV’’) will also decrease, which means if you sell your shares in
the Portfolio you may lose money. 

The Portfolio is classified as nondiversified. This means it may hold larger positions in a smaller number of securities
than a portfolio that is classified as diversified. As a result, a single security’s increase or decrease in value may have a
greater impact on the Portfolio’s NAV and total return. 

An investment in the Portfolio is not a bank deposit and is not insured or guaranteed by the Federal Deposit
Insurance Corporation or any other government agency. 

2 Janus Aspen Series



Performance Information

The following information provides some indication of the risks of investing in the Portfolio by showing how the
Portfolio’s performance has varied over time. The bar chart depicts the change in performance from year to year
during the periods indicated, but does not include charges or expenses attributable to any insurance product, which
would lower the performance illustrated. The Portfolio does not impose any sales or other charges that would affect
total return computations. Total return figures include the effect of the Portfolio’s expenses. The table compares the
average annual returns for the Institutional Shares of the Portfolio for the periods indicated to broad-based securities
market indices. The indices are not available for direct investment.

Forty Portfolio(1) – Institutional Shares

Annual returns for periods ended 12/31 – 100%

– 80%

– 60%

– 40%

– 20%
(18.18)% (21.67)% (15.67)%

58.11%
67.00%

20.54% 18.23%

0%

– (20)%

– (40)%
1998 1999 2000 2001 2002 2003 2004

Best Quarter: 4th-1999 41.77% Worst Quarter: 3rd-2001 (18.70)%

Average annual total return for periods ended 12/31/04

Since Inception
1 year 5 years (5/1/97)

Forty Portfolio(1) – Institutional Shares 18.23% (5.09)% 13.12%
Russell 1000˛ Growth Index(2) 6.30% (9.29)% 4.32%

(reflects no deduction for fees or expenses)
S&P 500˛ Index(3) 10.88% (2.30)% 7.20%

(reflects no deduction for fees or expenses)

(1) Formerly named Capital Appreciation Portfolio. 
(2) Effective May 1, 2005, the Portfolio changed its primary benchmark from the S&P 500˛ Index to the Russell 1000˛ Growth Index. The new

primary benchmark will provide a more appropriate comparison to the Portfolio’s investment style. The Russell 1000˛ Growth Index measures
the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The Portfolio will retain
the S&P 500˛ Index as a secondary index.

(3) The S&P 500˛ Index is the Standard & Poor’s Composite Index of 500 stocks, a widely recognized, unmanaged index of common stock prices. 

The Portfolio’s past performance does not necessarily indicate how it will perform in the future.
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FEES AND EXPENSES

The following table describes the shareholder fees and annual fund operating expenses that you may pay if you buy
and hold Shares of the Portfolio. All of the fees and expenses shown were determined based on net assets as of the
fiscal year ended December 31, 2004, restated to reflect reductions in the Portfolio’s management fees, where
applicable, effective July 1, 2004. All expenses are shown without the effect of expense offset arrangements. 

Shareholder fees are those paid directly from your investment and may include sales loads, redemption fees or
exchange fees. The Portfolio is a no-load investment, so you will generally not pay any shareholder fees when you buy
or sell shares of the Portfolio. However, each variable insurance contract involves fees and expenses not described in
this prospectus. See the accompanying contract prospectus for information regarding contract fees and expenses and
any restrictions on purchases or allocations. 

Annual fund operating expenses are paid out of the Portfolio’s assets and include fees for portfolio management,
maintenance of shareholder accounts, shareholder servicing, accounting and other services. You do not pay these fees
directly but, as the example shows, these costs are borne indirectly by all shareholders. 

This table and the example are designed to assist participants in qualified plans that invest in the Shares of the
Portfolio in understanding the fees and expenses that you may pay as an investor in the Shares. Owners of variable
insurance contracts that invest in the Shares should refer to the variable insurance contract prospectus for a
description of fees and expenses, as the table and example do not reflect deductions at the separate account
level or contract level for any charges that may be incurred under a contract. Inclusion of these charges would
increase the fees and expenses described below.

Annual Fund Operating Expenses (deducted from portfolio assets)
Management Other Total Annual Fund

Fee Expenses Operating Expenses
Forty Portfolio(1) 0.64% 0.02% 0.66%

EXAMPLE:
This example is intended to help you compare the cost of investing in the Portfolio with the cost of investing in other mutual funds. The
example assumes that your investment has a 5% return each year, and that the Portfolio’s operating expenses remain the same. The example also
assumes that you invest $10,000 in the Portfolio for the time periods indicated and then redeem all of your shares at the end of those periods.
Since no sales load applies, the results apply whether or not you redeem your investment at the end of each period. Although your actual costs
may be higher or lower, based on these assumptions your costs would be as follows:

1 Year 3 Years 5 Years 10 Years

Forty Portfolio(1) $67 $211 $368 $822

(1) Formerly named Capital Appreciation Portfolio. 
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PRINCIPAL INVESTMENT STRATEGIES AND RISKS

The Portfolio has a similar investment objective and similar principal investment strategies to Janus Twenty Fund.
Although it is anticipated that the Portfolio and its corresponding retail fund will hold similar securities, differences in
asset size, cash flow needs and other factors may result in differences in investment performance. The expenses of the
Portfolio and its corresponding retail fund are expected to differ. The variable contract owner will also bear various
insurance related costs at the insurance company level. You should review the accompanying separate account
prospectus for a summary of fees and expenses. The Portfolio invests primarily in a core group of 20-40 common
stocks selected for their growth potential. Janus Twenty Fund invests primarily in a core group of 20-30 common
stocks selected for their growth potential. 

This section takes a closer look at the Portfolio’s principal investment strategies and certain risks of investing in the
Portfolio. Strategies and policies that are noted as ‘‘fundamental’’ cannot be changed without a shareholder vote. Other,
nonfundamental strategies and policies can be changed by the Trustees without prior notice to shareholders. 

Please carefully review the ‘‘Risks’’ section of this Prospectus for a discussion of risks associated with certain investment
techniques. We have also included a Glossary with descriptions of investment terms used throughout this Prospectus. 

FREQUENTLY ASKED QUESTIONS ABOUT PRINCIPAL INVESTMENT STRATEGIES

The following questions and answers are designed to help you better understand the Portfolio’s principal investment
strategies. 

1. How are common stocks selected for the Portfolio?

Unless its investment objective or policies prescribe otherwise, the Portfolio may invest substantially all of its assets in
common stocks if the portfolio manager believes that common stocks will appreciate in value. The portfolio manager
generally takes a ‘‘bottom up’’ approach to selecting companies. This means that he seeks to identify individual
companies with earnings growth potential that may not be recognized by the market at large. The portfolio manager
makes this assessment by looking at companies one at a time, regardless of size, country of organization, place of
principal business activity, or other similar selection criteria. The Portfolio may sell a holding if, among other things,
the security reaches the portfolio manager’s price target, if the company has a deterioration of fundamentals such as
failing to meet key operating benchmarks, or if the portfolio manager finds a better investment opportunity. The
Portfolio may also sell a holding to meet redemptions. 

Realization of income is not a significant consideration when choosing investments for the Portfolio, and income
realized on the Portfolio’s investments may be incidental to its objective. 

2. Are the same criteria used to select foreign securities?

Generally, yes. The portfolio manager seeks companies that meet his selection criteria, regardless of where a company
is located. Foreign securities are generally selected on a stock-by-stock basis without regard to any defined allocation
among countries or geographic regions. However, certain factors such as expected levels of inflation, government
policies influencing business conditions, the outlook for currency relationships, and prospects for economic growth
among countries, regions or geographic areas may warrant greater consideration in selecting foreign securities. There
are no limitations on the countries in which the Portfolio may invest and the Portfolio may at times have significant
foreign exposure. 

3. What does ‘‘market capitalization’’ mean?

Market capitalization is the most commonly used measure of the size and value of a company. It is computed by
multiplying the current market price of a share of the company’s stock by the total number of its shares outstanding.
The Portfolio does not emphasize companies of any particular size. 

GENERAL PORTFOLIO POLICIES

In investing its portfolio assets, the Portfolio will follow the general policies listed below. Except for the Portfolio’s
policies with respect to investments in illiquid securities and borrowing, the percentage limitations included in these
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policies and elsewhere in this Prospectus apply at the time of purchase of a security. So, for example, if the Portfolio
exceeds a limit as a result of market fluctuations or the sale of other securities, it will not be required to dispose of
any securities. 

Cash Position
The Portfolio may not always stay fully invested in equity securities. For example, when the portfolio manager believes
that market conditions are unfavorable for profitable investing, or when he is otherwise unable to locate attractive
investment opportunities, the Portfolio’s cash or similar investments may increase. In other words, cash or similar
investments generally are a residual – they represent the assets that remain after the portfolio manager has committed
available assets to desirable investment opportunities. When the Portfolio’s investments in cash or similar investments
increase, it may not participate in market advances or declines to the same extent that it would if the Portfolio
remained more fully invested in equity securities.

In addition, the Portfolio may temporarily increase its cash position under certain unusual circumstances, such as to
protect its assets or maintain liquidity in certain circumstances, for example, to meet unusually large redemptions. The
Portfolio’s cash position may also increase temporarily due to unusually large cash inflows. Under unusual
circumstances such as these, the Portfolio may invest up to 100% of its assets in cash or similar investments. In this
case, the Portfolio may not achieve its investment objective. 

Other Types of Investments
To achieve its objective, the Portfolio invests primarily in domestic equity securities. To a limited extent, the Portfolio
may also invest in other types of domestic and foreign securities and use other investment strategies, as described in
the Glossary. These securities and strategies are not principal investment strategies of the Portfolio. If successful, they
may benefit the Portfolio by earning a return on the Portfolio’s assets or reducing risk; however, they may not achieve
the Portfolio’s objective. These securities and strategies may include: 

) foreign equity securities 

) debt securities 

) indexed/structured securities 

) high-yield/high-risk bonds (less than 35% of the Portfolio’s assets) 

) options, futures, forwards, swap agreements, participatory notes and other types of derivatives and exchange-traded
funds individually or in combination for hedging purposes or for nonhedging purposes such as seeking to enhance
return; such techniques may also be used to gain exposure to the market pending investment of cash balances or to
meet liquidity needs 

) short sales ‘‘against the box’’ and ‘‘naked’’ short sales (no more than 8% of the Portfolio’s assets may be invested in
naked short sales) 

) securities purchased on a when-issued, delayed delivery or forward commitment basis 

Illiquid Investments
The Portfolio may invest up to 15% of its net assets in illiquid investments. An illiquid investment is a security or
other position that cannot be disposed of quickly in the normal course of business. For example, some securities are
not registered under U.S. securities laws and cannot be sold to the U.S. public because of SEC regulations (these are
known as ‘‘restricted securities’’). Under procedures adopted by the Portfolio’s Trustees, certain restricted securities may
be deemed liquid, and will not be counted toward this 15% limit. 
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Foreign Securities
Unless otherwise stated within its specific investment policies, the Portfolio may invest without limit in foreign equity
and debt securities. The Portfolio may invest directly in foreign securities denominated in a foreign currency and not
publicly traded in the United States. Other ways of investing in foreign securities include depositary receipts or shares
and passive foreign investment companies. 

Special Situations
The Portfolio may invest in companies that demonstrate special situations or turnarounds, meaning companies that
have experienced significant business problems but are believed to have favorable prospects for recovery. For example,
a special situation or turnaround may arise when, in the opinion of the Portfolio’s portfolio manager, the securities of
a particular issuer will be recognized and appreciate in value due to a specific development with respect to that issuer.
Special situations may include significant changes in a company’s allocation of its existing capital, a restructuring of
assets or a redirection of free cash flow. Developments creating a special situation might include, among others, a new
product or process, a technological breakthrough, a management change or other extraordinary corporate event, or
differences in market supply of and demand for the security. The Portfolio’s performance could suffer if the anticipated
development in a ‘‘special situation’’ investment does not occur or does not attract the expected attention. 

Portfolio Turnover
The Portfolio generally intends to purchase securities for long-term investment, although, to the extent permitted by its
specific investment policies, the Portfolio may purchase securities in anticipation of relatively short-term price gains.
Short-term transactions may also result from liquidity needs, securities having reached a price or yield objective,
changes in interest rates or the credit standing of an issuer, or by reason of economic or other developments not
foreseen at the time of the investment decision. The Portfolio may also sell one security and simultaneously purchase
the same or a comparable security to take advantage of short-term differentials in bond yields or securities prices.
Portfolio turnover is affected by market conditions, changes in the size of the Portfolio, the nature of the Portfolio’s
investments and the investment style of the portfolio manager. Changes are made in the Portfolio’s holdings whenever
the portfolio manager believes such changes are desirable. Portfolio turnover rates are generally not a factor in making
buy and sell decisions. 

Increased portfolio turnover may result in higher costs for brokerage commissions, dealer mark-ups and other
transaction costs. Higher costs associated with increased portfolio turnover may offset gains in the Portfolio’s
performance. The Financial Highlights section of this Prospectus shows the Portfolio’s historical turnover rates. 

RISKS

Because the Portfolio may invest substantially all of its assets in common stocks, the main risk is the risk that the
value of the stocks it holds might decrease in response to the activities of an individual company or in response to
general market and/or economic conditions. If this occurs, the Portfolio’s share price may also decrease. The Portfolio’s
performance may also be significantly affected, positively or negatively, by certain types of investments, such as foreign
securities, derivative investments, non-investment grade bonds, initial public offerings (‘‘IPOs’’) or companies with
relatively small market capitalizations. IPOs and other types of investments may have a magnified performance impact
on a portfolio with a small asset base. A portfolio may not experience similar performance as its assets grow. 

FREQUENTLY ASKED QUESTIONS ABOUT CERTAIN RISKS

The following questions and answers are designed to help you better understand some of the risks of investing in the
Portfolio. 

1. The Portfolio may invest in smaller or newer companies. Does this create any special risks?

Many attractive investment opportunities may be smaller, start-up companies offering emerging products or services.
Smaller or newer companies may suffer more significant losses as well as realize more substantial growth than larger or
more established issuers because they may lack depth of management, be unable to generate funds necessary for
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growth or potential development, or be developing or marketing new products or services for which markets are not
yet established and may never become established. In addition, such companies may be insignificant factors in their
industries and may become subject to intense competition from larger or more established companies. Securities of
smaller or newer companies may have more limited trading markets than the markets for securities of larger or more
established issuers, or may not be publicly traded at all, and may be subject to wide price fluctuations. Investments in
such companies tend to be more volatile and somewhat more speculative. 

2. How does the Portfolio’s nondiversification classification affect its risk profile?

Diversification is a way to reduce risk by investing in a broad range of stocks or other securities. A portfolio that is
classified as ‘‘nondiversified’’ has the ability to take larger positions in a smaller number of issuers than a portfolio that
is classified as ‘‘diversified.’’ This gives a nondiversified Portfolio more flexibility to focus its investments in the most
attractive companies identified by the portfolio manager. However, because the appreciation or depreciation of a single
stock may have a greater impact on the NAV of a nondiversified portfolio, its share price can be expected to fluctuate
more than a comparable diversified portfolio. This fluctuation, if significant, may affect the performance of the
Portfolio. 

3. How could the Portfolio’s investments in foreign securities affect the Portfolio’s performance?

Unless otherwise limited by its specific investment policies, the Portfolio may invest without limit in foreign securities
either indirectly (e.g., depositary receipts) or directly in foreign markets, including emerging markets. Investments in
foreign securities, including those of foreign governments, may involve greater risks than investing in domestic
securities because the Portfolio’s performance may depend on factors other than the performance of a particular
company. These factors include: 

) Currency Risk

) Political and Economic Risk

) Regulatory Risk

) Market Risk

) Transaction Costs

4. Are there special risks associated with investments in high-yield/high-risk bonds?

High-yield/high-risk bonds (or ‘‘junk’’ bonds) are bonds rated below investment grade by the primary rating agencies
such as Standard & Poor’s and Moody’s. The value of lower quality bonds generally is more dependent on credit risk
and default risk than investment grade bonds. Issuers of high-yield bonds may not be as strong financially as those
issuing bonds with higher credit ratings and are more vulnerable to real or perceived economic changes, political
changes or adverse developments specific to the issuer. In addition, the junk bond market can experience sudden and
sharp price swings. 

The secondary market on which high-yield securities are traded may be less liquid than the market for investment
grade securities. The lack of a liquid secondary market may have an adverse impact on the market price of the
security. When secondary markets for high-yield securities are less liquid than the market for investment grade
securities, it also may be more difficult to value the securities because valuation may require more research, and
elements of judgment may play a larger role in the valuation because there is less reliable, objective data available.

Please refer to the ‘‘Explanation of Rating Categories’’ section of the Statement of Additional Information for a
description of bond rating categories. 

5. How does the Portfolio try to reduce risk?

The Portfolio may use futures, options, swap agreements and other derivative instruments individually or in
combination to ‘‘hedge’’ or protect its portfolio from adverse movements in securities prices and interest rates. The
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Portfolio may also use a variety of currency hedging techniques, including the use of forward currency contracts, to
manage currency risk. The portfolio manager believes the use of these instruments will benefit the Portfolio. However,
the Portfolio’s performance could be worse than if the Portfolio had not used such instruments if the portfolio
manager’s judgment proves incorrect. 

6. What is ‘‘industry risk’’?

Industry risk is the possibility that a group of related stocks will decline in price due to industry-specific
developments. Companies in the same or similar industries may share common characteristics and are more likely to
react similarly to industry-specific market or economic developments. The Portfolio may at times have significant
exposure to industry risk as a result of investing in multiple companies in a particular industry. 
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MANAGEMENT OF THE PORTFOLIO

INVESTMENT ADVISER

Janus Capital Management LLC, 151 Detroit Street, Denver, Colorado 80206-4805, is the investment adviser to the
Portfolio. Janus Capital is responsible for the day-to-day management of the Portfolio’s investment portfolio and
furnishes continuous advice and recommendations concerning the Portfolio’s investments. Janus Capital provides
certain administrative and other services, and is responsible for the other business affairs of the Portfolio. 

Janus Capital (together with its predecessors) has served as investment adviser to Janus Fund since 1970 and currently
serves as investment adviser to all of the Janus funds, acts as subadviser for a number of private-label mutual funds
and provides separate account advisory services for institutional accounts. 

Janus Capital furnishes certain administrative, compliance and accounting services for the Portfolio, and may be
reimbursed by the Portfolio for its costs in providing those services. In addition, employees of Janus Capital and/or its
affiliates serve as officers of the Trust and Janus Capital provides office space for the Portfolio and pays the salaries,
fees and expenses of all Portfolio officers and those Trustees who are interested persons of Janus Capital. 

From its own assets, Janus Capital or its affiliates may make payments based on current assets to selected insurance
companies, qualified plan service providers or other financial intermediaries that were instrumental in the acquisition
or retention of accounts for the Portfolio or that performed services with respect to contract owners and plan
participants. The amount of these payments is determined from time to time by Janus Capital, may be substantial, and
may differ among such intermediaries. Eligibility requirements for such payments to institutional intermediaries are
determined by Janus Capital and/or its affiliates. Janus Capital or its affiliates may also share certain marketing
expenses with, or pay for or sponsor informational meetings, seminars, client awareness events, support for marketing
materials or business building programs for such intermediaries to raise awareness of the Portfolio. In addition, Janus
Capital or its affiliates may pay fees, from their own assets, to selected insurance companies, qualified plan service
providers and other financial intermediaries for providing recordkeeping, subaccounting, transaction processing and
other shareholder or administrative services (including payments for processing transactions via National Securities
Clearing Corporation (‘‘NSCC’’)) or other means in connection with investments in the Janus funds. These fees are in
addition to any fees that may be paid by the Janus funds for these types of or other services. The receipt of (or
prospect of receiving) payments described above may provide a financial intermediary and its salespersons with an
incentive to favor sales of Janus funds’ shares over sales of other mutual funds (or non-mutual fund investments) with
respect to which the financial intermediary does not receive such payments or receives them in a lower amount. These
payment arrangements will not, however, change the price a contract owner or plan participant pays for shares or the
amount that a Janus fund receives to invest on behalf of the contract owner or plan participant. You may wish to
consider whether such arrangements exist when evaluating any recommendation of the Portfolio. 

Participating insurance companies that purchase the Portfolio’s Shares may perform certain administrative services
relating to the Portfolio and Janus Capital or the Portfolio may pay those companies for such services. 
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MANAGEMENT EXPENSES

The Portfolio pays Janus Capital a management fee which is calculated daily and paid monthly. The Portfolio’s
advisory agreement details the management fee and other expenses that the Portfolio must pay. 

The Portfolio incurs expenses not assumed by Janus Capital, including transfer agent and custodian fees and expenses,
legal and auditing fees, printing and mailing costs of sending reports and other information to existing shareholders,
and Independent Trustees’ fees and expenses. The Portfolio is subject to the following management fee schedule
(expressed as an annual rate). 

Average Daily Annual Management
Net Assets Fee Rate

Portfolio of Portfolio Percentage (%)(1)

Forty Portfolio(2) All Asset Levels 0.64

(1) Effective July 1, 2004, Janus Capital reduced the Portfolio’s management fee as set forth in the Portfolio’s Investment Advisory Agreement to the
amount reflected. 

(2) Formerly named Capital Appreciation Portfolio. 

For the fiscal year ended December 31, 2004, the Portfolio paid Janus Capital a management fee of 0.65% based on
the Portfolio’s average net assets.

PORTFOLIO MANAGER

Scott W. Schoelzel

is Executive Vice President and Portfolio Manager of Forty Portfolio, which he has managed since its inception.
Mr. Schoelzel is also Portfolio Manager of other Janus accounts. Mr. Schoelzel joined Janus Capital in January
1994. He holds a Bachelor of Arts degree in Business from Colorado College. 

The Portfolio’s Statement of Additional Information (‘‘SAI’’) provides information about the portfolio manager’s
compensation, other accounts managed by the portfolio manager and the portfolio manager’s ownership of securities
in the Portfolio.
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OTHER INFORMATION

Classes of Shares

The Portfolio currently offers two classes of shares, one of which, the Institutional Shares, is offered pursuant to this
prospectus and sold under the name Janus Aspen Series. The Shares offered by this prospectus are available only in
connection with investment in and payments under variable insurance contracts, as well as certain qualified retirement
plans. Service Shares of the Portfolio are offered only in connection with investment in and payments under variable
insurance contracts, as well as certain qualified retirement plans that require a fee from Portfolio assets to procure
distribution and administrative services to contract owners and plan participants. Because the expenses of each class
may differ, the performance of each class is expected to differ. If you would like additional information about the
Service Shares, please call 1-800-525-0020. 

Closed Fund Policies

The Portfolio may discontinue sales of its shares to new investors if its management and the Trustees believe that
continued sales may adversely affect the Portfolio’s ability to achieve its investment objective. If sales of the Portfolio
are discontinued to new investors, it is expected that existing shareholders invested in the Portfolio would be
permitted to continue to purchase shares through their existing Portfolio accounts and to reinvest any dividends or
capital gains distributions in such accounts, absent highly unusual circumstances. In addition, it is expected that
existing or new participants in employer-sponsored retirement plans, including employees of Janus Capital Group Inc.
(‘‘JCGI’’) and any of its subsidiaries covered under the JCGI retirement plan, that currently offer one or more Portfolios
as an investment option would be able to direct contributions to that Portfolio through their plan, regardless of
whether they invested in such Portfolio prior to its closing. In addition, in the case of certain mergers or
reorganizations, retirement plans would be able to add a closed Portfolio as an investment option. Such mergers,
reorganizations, acquisitions, or other business combinations are those in which one or more companies involved in
such transaction currently offers the Portfolio as an investment option, and any company that as a result of such
transaction becomes affiliated with the company currently offering the Portfolio (as a parent company, subsidiary,
sister company or otherwise). Such companies may request to add the Portfolio as an investment option under its
retirement plan. Requests will be reviewed by management on an individual basis, taking into consideration whether
the addition of the Portfolio may negatively impact existing Portfolio shareholders. 

Pending Legal Matters

In September 2003, the Securities and Exchange Commission (‘‘SEC’’) and the Office of the New York State Attorney
General (‘‘NYAG’’) publicly announced that they were investigating trading practices in the mutual fund industry. The
investigations were prompted by the NYAG’s settlement with a hedge fund, Canary Capital, which allegedly engaged in
irregular trading practices with certain mutual fund companies. While Janus Capital was not named as a defendant in
the NYAG complaint against the hedge fund, Janus Capital was mentioned in the complaint as having allowed Canary
Capital to ‘‘market time’’ certain Janus funds. Market timing is an investment technique involving frequent short-term
trading of mutual fund shares that is designed to exploit market movements or inefficiencies in the way mutual fund
companies price their shares. The NYAG complaint against Canary Capital alleged that this practice was in
contradiction to policies stated in prospectuses for certain Janus funds.

Subsequent to the announcements by the SEC and the NYAG, the Colorado Attorney General (‘‘COAG’’) and the
Colorado Division of Securities announced that they were each initiating investigations into Janus Capital’s mutual
fund trading practices. On August 18, 2004, Janus Capital announced that it had reached final settlements with the
NYAG, the COAG, the Colorado Division of Securities and the SEC related to such regulators’ investigations into Janus
Capital’s frequent trading arrangements.

A number of civil lawsuits have also been brought against Janus Capital and certain of its affiliates, the Janus funds,
and related entities and individuals based on allegations similar to those contained in the NYAG complaint against
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Canary Capital. Such lawsuits allege a variety of theories for recovery including, but not limited to the federal
securities laws, other federal statutes (including ERISA) and various common law doctrines.

The ‘‘market timing’’ lawsuits were filed in a number of state and federal jurisdictions. The Judicial Panel on
Multidistrict Litigation has finally or conditionally transferred all but one of these actions to the United States District
Court for the District of Maryland for coordinated proceedings. On September 29, 2004, five consolidated amended
complaints were filed in that court. These complaints are the operative complaints in the coordinated proceedings and,
as a practical matter, supersede the previously filed complaints. The five complaints include (i) claims by a putative
class of investors in the Janus funds asserting claims on behalf of the investor class, (ii) derivative claims by investors
in the Janus funds ostensibly on behalf of the Janus funds, (iii) claims on behalf of participants in the Janus 401(k)
plan, (iv) claims brought on behalf of shareholders of Janus Capital Group Inc. (‘‘JCGI’’) on a derivative basis against
the Board of Directors of JCGI, and (v) claims by a putative class of shareholders of JCGI asserting claims on behalf of
the shareholders. Each of the five complaints name JCGI and/or Janus Capital as a defendant. In addition, the
following are named as defendants in one or more of the actions: Janus Investment Fund, Janus Aspen Series, Janus
Adviser Series, Janus Distributors LLC, INTECH, Bay Isle, Perkins Wolf, the Advisory Committee of the Janus 401(k)
plan, and the current or former directors of JCGI.

In addition to the ‘‘market timing’’ actions described above, two civil lawsuits have been filed against Janus Capital
challenging the investment advisory fees charged by Janus Capital to certain Janus funds. These lawsuits are currently
pending in the U.S. District Court for the District of Colorado. On January 31, 2005, the court entered an order
granting a joint motion to consolidate the cases and the consolidated amended complaint filed with the motion. The
consolidated amended complaint is the operative complaint in the coordinated proceedings and, as a practical matter,
supersedes the previously filed complaints. The complaint asserts claims under Section 36(b) of the Investment
Company Act of 1940.

A lawsuit has also been filed against Janus Capital and certain affiliates in the U.S. District Court for the District of
Colorado alleging that Janus Capital failed to ensure that certain Janus funds participated in securities class action
settlements for which the funds were eligible. The complaint asserts claims under Sections 36(a), 36(b) and 47(b) of
the Investment Company Act, breach of fiduciary duty and negligence.

Additional lawsuits may be filed against certain of the Janus funds, Janus Capital and related parties in the future.
Janus Capital does not currently believe that these pending actions will materially affect its ability to continue
providing services it has agreed to provide to the funds.

Conflicts of Interest

The Shares offered by this prospectus are available only to variable annuity and variable life separate accounts of
insurance companies that are unaffiliated with Janus Capital and to certain qualified retirement plans. Although the
Portfolio does not currently anticipate any disadvantages to policy owners because the Portfolio offers its Shares to
such entities, there is a possibility that a material conflict may arise. The Trustees monitor events in an effort to
identify any disadvantages or material irreconcilable conflicts and to determine what action, if any, should be taken in
response. If a material disadvantage or conflict is identified, the Trustees may require one or more insurance company
separate accounts or qualified plans to withdraw its investments in the Portfolio or substitute Shares of another
Portfolio. If this occurs, the Portfolio may be forced to sell its securities at disadvantageous prices. In addition, the
Portfolio may refuse to sell its Shares to any separate account or qualified plan or may suspend or terminate the
offering of the Portfolio’s Shares if such action is required by law or regulatory authority or is in the best interests of
the Portfolio’s shareholders. It is possible that a qualified plan investing in the Portfolio could lose its qualified plan
status under the Internal Revenue Code, which could have adverse tax consequences on insurance company separate
accounts investing in the Portfolio. Janus Capital intends to monitor such qualified plans and the Portfolio may
discontinue sales to a qualified plan and require plan participants with existing investments in the Portfolio to redeem
those investments if a plan loses (or in the opinion of Janus Capital is at risk of losing) its qualified plan status. 
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Distribution of the Portfolio

The Portfolio is distributed by Janus Distributors LLC (‘‘Janus Distributors’’), which is a member of the National
Association of Securities Dealers, Inc. (‘‘NASD’’). To obtain information about NASD member firms and their associated
persons, you may contact NASD Regulation, Inc. at www.nasdr.com, or the Public Disclosure Hotline at
800-289-9999. An investor brochure containing information describing the Public Disclosure Program is available from
NASD Regulation, Inc. 
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DISTRIBUTIONS AND TAXES

DISTRIBUTIONS

To avoid taxation of the Portfolio, the Internal Revenue Code requires the Portfolio to distribute net income and any
net capital gains realized on its investments at least annually. The Portfolio’s income from certain dividends, interest
and any net realized short-term gains are paid to shareholders as ordinary income dividends. Net realized long-term
gains are paid to shareholders as capital gains distributions. Distributions are made at the class level, so they may vary
from class to class within a single Portfolio. 

Distribution Schedule

Dividends for the Portfolio are normally declared and distributed in June and December. Capital gains distributions are
normally declared and distributed in June. However, in certain situations it may be necessary for a Portfolio to declare
and distribute capital gains distributions in December. 

How Distributions Affect the Portfolio’s NAV

Distributions are paid to shareholders as of the record date of a distribution of the Portfolio, regardless of how long
the shares have been held. Undistributed dividends and capital gains are included in the Portfolio’s daily NAV. The
share price of the Portfolio drops by the amount of the distribution, net of any subsequent market fluctuations. For
example, assume that on December 31, the Portfolio declared a dividend in the amount of $0.25 per share. If the
Portfolio’s share price was $10.00 on December 30, the Portfolio’s share price on December 31 would be $9.75,
barring market fluctuations. 

TAXES

Taxes on Distributions

Because Shares of the Portfolio may be purchased only through variable insurance contracts and qualified plans, it is
anticipated that any income dividends or capital gains distributions made by the Portfolio will be exempt from current
taxation if left to accumulate within the variable insurance contract or qualified plan. Generally, withdrawals from such
contracts or plans may be subject to ordinary income tax and, if made before age 591/2, a 10% penalty tax may be
imposed. The tax status of your investment depends on the features of your qualified plan or variable insurance
contract. Further information may be found in your plan documents or in the prospectus of the separate account
offering such contract. 

Taxation of the Portfolio

Dividends, interest and some gains received by the Portfolio on foreign securities may be subject to tax withholding or
other foreign taxes. The Portfolio may from year to year make the election permitted under Section 853 of the Internal
Revenue Code to pass through such taxes to shareholders as a foreign tax credit. If such an election is not made, any
foreign taxes paid or accrued will represent an expense to the Portfolio. 

The Portfolio does not expect to pay any federal income taxes because it intends to meet certain requirements of the
Internal Revenue Code. In addition, because the Shares of the Portfolio are sold in connection with variable insurance
contracts, the Portfolio intends to qualify under the Internal Revenue Code with respect to the diversification
requirements related to the tax-deferred status of insurance company separate accounts. 
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SHAREHOLDER’S GUIDE

Investors may not purchase or redeem Shares of the Portfolio directly. Shares may be purchased or redeemed only
through variable insurance contracts offered by the separate accounts of participating insurance companies or through
qualified retirement plans. Refer to the Prospectus for the participating insurance company’s separate account or
your plan documents for instructions on purchasing or selling of variable insurance contracts and on how to
select the Portfolio as an investment option for a contract or a qualified plan. 

PRICING OF PORTFOLIO SHARES

The per share net asset value (‘‘NAV’’) is computed by dividing the total value of the Portfolio’s assets, less liabilities,
by the total number of Portfolio shares outstanding. In the case of Portfolios with share classes, the NAV for each class
is computed by dividing the total value of assets allocated to the class, less liabilities allocated to that class, by the
total number of shares outstanding for the class. All purchases and sales will be duly processed at the NAV next
calculated after your request is received in good order by the Portfolio or its agent. The Portfolio’s NAV is calculated as
of the close of the regular trading session of the New York Stock Exchange (‘‘NYSE’’) (normally 4:00 p.m. New York
time) each day that the NYSE is open (‘‘business day’’).

In order to receive a day’s price, your order must be received in good order by the Portfolio (or insurance company or
plan sponsor) or its agent by the close of the regular trading session of the NYSE. Because foreign securities markets
may operate on days that are not business days in the United States, the value of the Portfolio’s holdings may change
on days when you will not be able to purchase or redeem the Portfolio’s shares to the extent that Portfolio is invested
in such markets.

Securities held by the Portfolio are generally valued at market value. Short-term instruments maturing within 60 days
are valued at amortized cost, which approximates market value. If a market quotation is not readily available or is
deemed unreliable, or if an event that is expected to affect the value of a portfolio security occurs after the close of the
principal exchange or market on which that security is traded, and before the close of the NYSE, the fair value of a
security (except for short-term instruments maturing within 60 days) will be determined in good faith under policies
and procedures established by and under the supervision of the Portfolio’s Board of Trustees. Circumstances in which
fair value pricing may be utilized include, but are not limited to: (i) when significant events occur which may affect
the securities of a single issuer, such as mergers, bankruptcies or significant issuer-specific developments; (ii) when
significant events occur which may affect an entire market, such as natural disasters or significant governmental
actions; and (iii) when non-significant events occur such as markets closing early or not opening, security trading halts
or pricing of nonvalued securities and restricted or nonpublic securities. The Portfolio may use a systematic fair
valuation model provided by an independent third party to value foreign equity securities in order to adjust for stale
pricing, which may occur between the close of the foreign exchanges and of the NYSE. While fair value pricing may
be more commonly used with foreign equity securities, it may also be used with, among other things, thinly-traded
domestic securities or fixed-income securities. 

The value of the securities of other open-end funds held by the Portfolio, if any, will be calculated using the NAV of
such underlying funds, and the prospectuses for such open-end funds explain the circumstances under which they use
fair value pricing and the effects of using fair value pricing. 

Due to the subjective nature of fair value pricing, the Portfolio’s value for a particular security may be different from
the last quoted market price. Fair value pricing may reduce arbitrage activity involving the frequent buying and selling
of mutual fund shares of investors seeking to take advantage of the fact that there may be a lag between a change in
the value of a mutual fund’s portfolio securities and the reflection of that change in the Portfolio’s share price, as
further described in the ‘‘Excessive Trading’’ section. The Portfolio’s fair value pricing and excessive trading policies
and procedures may not completely eliminate short-term trading in certain omnibus accounts and other accounts
traded through intermediaries. 
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PURCHASES

Purchases of Shares may be made only by the separate accounts of insurance companies for the purpose of funding
variable insurance contracts or by qualified plans. Refer to the prospectus of the appropriate insurance company
separate account or your plan documents for information on how to invest in the Shares of the Portfolio. Participating
insurance companies and certain other designated organizations are authorized to receive purchase orders on the
Portfolio’s behalf. As discussed under ‘‘Investment Adviser,’’ Janus Capital and its affiliates may make payments to
selected insurance companies, qualified plan service providers or other financial intermediaries which were
instrumental in the acquisition of the accounts in the Portfolio or that provide services in connection with investments
in the Portfolio. You may wish to consider such arrangements when evaluating any recommendation of the Portfolio. 

The Portfolio reserves the right to reject any specific purchase order, including exchange purchases, for any reason.
The Portfolio is not intended for excessive trading. For more information about the Portfolio’s policy on excessive
trading, see ‘‘Excessive Trading.’’ 

The Portfolio may discontinue sales to a qualified plan and require plan participants with existing investments in the
Shares to redeem those investments if the plan loses (or in the opinion of Janus Capital, is at risk of losing) its
qualified plan status. 

REDEMPTIONS

Redemptions, like purchases, may be effected only through the separate accounts of participating insurance companies
or through qualified plans. Please refer to the appropriate separate account prospectus or plan documents for details. 

Shares of the Portfolio may be redeemed on any business day on which the NAV is calculated. Redemptions are duly
processed at the NAV next calculated after your redemption order is received in good order by the Portfolio or its
agent. Redemption proceeds will normally be wired the business day following receipt of the redemption order, but in
no event later than seven days after receipt of such order. 

EXCESSIVE TRADING

Excessive Trading Policies and Procedures

The Board of Trustees has adopted policies and procedures with respect to short-term and excessive trading of
Portfolio shares (‘‘excessive trading’’). The Portfolio is intended for long-term investment purposes only and the
Portfolio will take reasonable steps to attempt to detect and deter excessive trading. Transactions placed in violation of
the Portfolio’s excessive trading policies may be cancelled or revoked by the Portfolio by the next business day
following receipt by the Portfolio. The trading history of accounts determined to be under common ownership or
control within any of the Janus funds may be considered in enforcing these policies and procedures. As described
below, however, the Portfolio may not be able to identify all instances of excessive trading or completely eliminate the
possibility of excessive trading. In particular, it may be difficult to identify excessive trading in certain omnibus
accounts and other accounts traded through intermediaries (such as insurance companies or plan sponsors). By their
nature, omnibus accounts, in which purchases and sales of the Portfolio’s shares by multiple investors are aggregated
by the intermediary and presented to the Portfolio on a net basis, effectively conceal the identity of individual
investors and their transactions from the Portfolio and its agent.

The Portfolio attempts to deter excessive trading through at least the following methods:

) fair valuation of securities as described under ‘‘Pricing of Portfolio Shares;’’ and

) redemption fees as described under ‘‘Redemption Fee’’ (where applicable on certain classes of certain Portfolios).

The Portfolio monitors Portfolio share transactions, subject to the limitations described below. Generally, a purchase of
the Portfolio’s shares followed by the redemption of the Portfolio’s shares within a 90-day period may result in
enforcement of the Portfolio’s excessive trading policies and procedures with respect to future purchase orders,
provided that the Portfolio reserves the right to reject any purchase request as explained above.
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If the Portfolio detects excessive trading, the Portfolio may suspend or permanently terminate the exchange privilege
(if permitted by your insurance company or plan sponsor) of the account and may bar future purchases into the
Portfolio and any of the other Janus funds by such investor. The Portfolio’s excessive trading policies generally do not
apply to Money Market Portfolio, although Money Market Portfolio at all times reserves the right to reject any
purchase request (including exchange purchases, if permitted by your insurance company or plan sponsor) for any
reason without prior notice.

The Portfolio’s Board of Trustees may approve from time to time a redemption fee to be imposed by any Janus fund,
subject to 60 days’ notice to shareholders.

Investors who place transactions through the same insurance company or plan sponsor on an omnibus basis may be
deemed part of a group for the purpose of the Portfolio’s excessive trading policies and procedures and may be
rejected in whole or in part by the Portfolio. The Portfolio, however, cannot always identify or reasonably detect
excessive trading that may be facilitated by insurance companies or plan sponsors or made difficult to identify through
the use of omnibus accounts by those intermediaries that transmit purchase, exchange and redemption orders to the
Portfolio, and thus the Portfolio may have difficulty curtailing such activity. Transactions accepted by an insurance
company or plan sponsor in violation of the Portfolio’s excessive trading policies may be cancelled or revoked by the
Portfolio by the next business day following receipt by the Portfolio.

In an attempt to detect and deter excessive trading in omnibus accounts, the Portfolio or its agent may require
intermediaries to impose restrictions on the trading activity of accounts traded through those intermediaries. Such
restrictions may include, but are not limited to, requiring that trades be placed by U.S. mail, prohibiting purchases for
a designated period of time (typically 30 to 90 days) by investors who have recently redeemed Portfolio shares,
requiring intermediaries to report information about customers who purchase and redeem large amounts, and similar
restrictions. The Portfolio’s ability to impose such restrictions with respect to accounts traded through particular
intermediaries may vary depending on the systems capabilities, applicable contractual and legal restrictions and
cooperation of those intermediaries.

Certain transactions in Portfolio shares, such as periodic rebalancing (no more frequently than quarterly) or those
which are made pursuant to systematic purchase, exchange or redemption programs generally do not raise excessive
trading concerns and normally do not require application of the Portfolio’s methods to detect and deter excessive
trading.

The Portfolio also reserves the right to reject any purchase request (including exchange purchases) by any investor or
group of investors for any reason without prior notice, including, in particular, if the trading activity in the account(s)
is deemed to be disruptive to the Portfolio. For example, the Portfolio may refuse a purchase order if the Portfolio’s
investment personnel believe they would be unable to invest the money effectively in accordance with the Portfolio’s
investment policies or the Portfolio would otherwise be adversely affected due to the size of the transaction, frequency
of trading or other factors.

The Portfolio’s policies and procedures regarding excessive trading may be modified at any time by the Portfolio’s
Board of Trustees.

Excessive Trading Risks

Excessive trading may present risks to the Portfolio’s long-term shareholders. Excessive trading into and out of the
Portfolio may disrupt portfolio investment strategies, may create taxable gains to remaining Portfolio shareholders and
may increase Portfolio expenses, all of which may negatively impact investment returns for all remaining shareholders,
including long-term shareholders.

A Portfolio that invests in foreign securities may be at a greater risk for excessive trading. Investors may attempt to
take advantage of anticipated price movements in securities held by a Portfolio based on events occurring after the
close of a foreign market that may not be reflected in the Portfolio’s NAV (referred to as ‘‘price arbitrage’’). Such
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arbitrage opportunities may also arise in a Portfolio which does not invest in foreign securities, for example, when
trading in a security held by the Portfolio is halted and does not resume prior to the time the Portfolio calculates its
NAV (referred to as ‘‘stale pricing’’). Portfolios that hold thinly-traded securities, such as certain small-capitalization
securities, may be subject to attempted use of arbitrage techniques. To the extent that a Portfolio does not accurately
value securities, short-term arbitrage traders may dilute the NAV of the Portfolio, which negatively impacts long-term
shareholders. Although the Portfolio has adopted fair valuation policies and procedures intended to reduce the
Portfolio’s exposure to price arbitrage, stale pricing and other potential pricing inefficiencies, under such circumstances
there is potential for short-term arbitrage trades to dilute the value of Portfolio shares.

Although the Portfolio takes steps to detect and deter excessive trading pursuant to the policies and procedures
described in this Prospectus and approved by the Board of Trustees, there is no assurance that these policies and
procedures will be effective in limiting excessive trading in all circumstances. For example, the Portfolio may be unable
to completely eliminate the possibility of excessive trading in certain omnibus accounts and other accounts traded
through intermediaries. Omnibus accounts effectively conceal the identity of individual investors and their transactions
from the Portfolio and its agent. This makes the Portfolio’s identification of excessive trading transactions in the
Portfolio through an omnibus account difficult and makes the elimination of excessive trading in the account
impractical without the assistance of the intermediary. Moreover, the contract between an insurance company and the
owner of a variable insurance contract may govern the frequency with which the contract owner may cause the
insurance company to purchase or redeem shares of the Portfolio. Although the Portfolio encourages intermediaries to
take necessary actions to detect and deter excessive trading, some intermediaries may be unable or unwilling to do so,
and accordingly, the Portfolio cannot eliminate completely the possibility of excessive trading.

Shareholders that invest through an omnibus account should be aware that they may be subject to the policies and
procedures of their insurance company or plan sponsor with respect to excessive trading in the Portfolio.

PORTFOLIO HOLDINGS DISCLOSURE POLICY

The non-money market Portfolios’ full portfolio holdings are available monthly, with a 30-day lag, on www.janus.com.
Money Market Portfolio’s full portfolio holdings are available monthly, with no lag, on www.janus.com. The non-
money market Portfolios’ full portfolio holdings will be posted within approximately two business days after month-
end. Money Market Portfolio’s full portfolio holdings will be posted within approximately six business days after
month-end. All of the Portfolios’ full portfolio holdings will remain available until the following month’s information is
posted. The Portfolios’ full portfolio holdings can be found on www.janus.com in Profiles & Performance under the
Characteristics tab.

In addition, the Portfolio’s top portfolio holdings in order of position size and as a percentage of the total portfolio,
are available quarterly, with a 15-day lag, on www.janus.com. The Portfolio discloses its top five portfolio holdings.
Industry, sector and regional breakdowns for the Portfolio are available quarterly, with a 15-day lag. The Portfolio’s
top portfolio holdings, as well as the industry, sector and regional breakdowns, are posted within approximately two
business days after quarter-end and will remain available until the following quarter’s information is posted.

Specific portfolio level attribution analysis for all Portfolios shall be made available monthly upon request via a Janus
representative, with a 30-day lag, following the posting of full portfolio holdings on www.janus.com.

Details of the Portfolio’s holdings policies and procedures, which include a discussion of any exceptions, are contained
in the Portfolio’s SAI. 

Availability of Portfolio Holdings Information

Complete schedules of the Portfolio’s holdings as of the end of the Portfolio’s first and third fiscal quarters are filed
with the SEC within 60 days of the end of such quarters on Form N-Q. The Portfolio’s Form N-Q: (i) is available on
the SEC’s website at http://www.sec.gov; (ii) may be reviewed and copied at the SEC’s Public Reference Room in
Washington, D.C. (information on the Public Reference Room may be obtained by calling 1-800-SEC-0330); and
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(iii) is available without charge, upon request, by calling Janus at 1-800-525-0020 (toll free). Complete schedules of
the Portfolio’s holdings as of the end of the Portfolio’s second and fourth fiscal quarters are contained in the Portfolio’s
semiannual and annual reports which are filed with the SEC within 60 days of the end of such quarters. The
semiannual reports are filed on Form type N-CSRS and the annual reports are filed on Form type N-CSR. Shareholder
reports containing such portfolio holdings are available to shareholders through their insurance company or plan
sponsor and are also available at www.janus.com. 

SHAREHOLDER COMMUNICATIONS

Your insurance company or plan sponsor is responsible for providing annual and semiannual reports, including the
financial statements of the Portfolio that you have authorized for investment. These reports show the Portfolio’s
investments and the market value of such investments, as well as other information about the Portfolio and its
operations. Please contact your insurance company or plan sponsor to obtain these reports. The Trust’s fiscal year ends
December 31. 
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FINANCIAL HIGHLIGHTS

The financial highlights table is intended to help you understand the Institutional Shares financial performance
through December 31st of the fiscal years or periods shown. Items ‘‘Net asset value, beginning of period’’ through ‘‘Net
asset value, end of period’’ reflect financial results for a single Share. The total returns in the table represent the rate
that an investor would have earned (or lost) on an investment in the Institutional Shares of the Portfolio (assuming
reinvestment of all dividends and distributions) but do not include charges and expenses attributable to any insurance
product. This information has been audited by PricewaterhouseCoopers LLP, whose report, along with the Portfolio’s
financial statements, is included in the Annual Report, which is available upon request, and incorporated by reference
into the SAI.

Forty Portfolio(1) – Institutional Shares

Years ended December 31
2004 2003(2) 2002 2001 2000

Net asset value, beginning of period $20.84 $17.37 $20.72 $26.79 $33.17

Income from investment operations:
Net investment income/(loss) 0.06 0.08 0.12 0.22 0.43
Net gain/(loss) on securities (both realized and unrealized) 3.74 3.48 (3.36) (6.01) (6.43)

Total from investment operations 3.80 3.56 (3.24) (5.79) (6.00)

Less distributions:
Dividends (from net investment income) (0.06) (0.09) (0.11) (0.28) (0.37)
Distributions (from capital gains) — — — — (0.01)

Total distributions (0.06) (0.09) (0.11) (0.28) (0.38)

Net asset value, end of period $24.58 $20.84 $17.37 $20.72 $26.79

Total return 18.23%(3) 20.54% (15.67)% (21.67)% (18.18)%

Net assets, end of period (in thousands) $502,681 $530,617 $528,210 $776,553 $1,010,497
Average net assets for the period (in thousands) $495,684 $509,046 $640,500 $855,499 $954,279
Ratio of gross expenses to average net assets(4)(5) 0.67% 0.68% 0.67% 0.66% 0.67%
Ratio of net expenses to average net assets(6) 0.67% 0.68% 0.67% 0.66% 0.67%
Ratio of net investment income/(loss) to average net assets 0.24% 0.40% 0.56% 0.96% 1.60%
Portfolio turnover rate 16% 41% 62% 67% 41%

(1) Formerly named Capital Appreciation Portfolio. 
(2) Certain amounts have been restated due to a mathematical error.
(3) In 2004, Janus Capital fully reimbursed the Portfolio for a loss on a transaction resulting from certain trading and/or pricing errors, which otherwise

would have reduced total return by less than 0.01%.
(4) The expense ratio reflects expenses prior to any expense offset arrangements. 
(5) The effect of non-recurring costs assumed by Janus Capital is included in the ratio of gross expenses to average net assets and was less than 0.01%.
(6) The expense ratio reflects expenses after any expense offset arrangements. 
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GLOSSARY OF INVESTMENT TERMS

This glossary provides a more detailed description of some of the types of securities, investment strategies and other
instruments in which the Portfolio may invest. The Portfolio may invest in these instruments to the extent permitted
by its investment objective and policies. The Portfolio is not limited by this discussion and may invest in any other
types of instruments not precluded by the policies discussed elsewhere in this Prospectus.

I. EQUITY AND DEBT SECURITIES

Bank loans include institutionally-traded floating and fixed-rate debt securities generally acquired as a participation
interest in a loan originated by a lender or other financial institution, or as an assignment of a portion of a loan
previously attributable to a different lender.

Bonds are debt securities issued by a company, municipality, government or government agency. The issuer of a bond
is required to pay the holder the amount of the loan (or par value of the bond) at a specified maturity and to make
scheduled interest payments.

Commercial paper is a short-term debt obligation with a maturity ranging from 1 to 270 days issued by banks,
corporations and other borrowers to investors seeking to invest idle cash. A Portfolio may purchase commercial paper
issued in private placements under Section 4(2) of the Securities Act of 1933.

Common stocks are equity securities representing shares of ownership in a company and usually carry voting rights
and earn dividends. Unlike preferred stock, dividends on common stock are not fixed but are declared at the
discretion of the issuer’s board of directors.

Convertible securities are preferred stocks or bonds that pay a fixed dividend or interest payment and are convertible
into common stock at a specified price or conversion ratio.

Debt securities are securities representing money borrowed that must be repaid at a later date. Such securities have
specific maturities and usually a specific rate of interest or an original purchase discount.

Depositary receipts are receipts for shares of a foreign-based corporation that entitle the holder to dividends and
capital gains on the underlying security. Receipts include those issued by domestic banks (American Depositary
Receipts), foreign banks (Global or European Depositary Receipts) and broker-dealers (depositary shares).

Equity securities generally include domestic and foreign common stocks; preferred stocks; securities convertible into
common stocks or preferred stocks; warrants to purchase common or preferred stocks; and other securities with equity
characteristics.

Exchange-traded funds are index-based investment companies which hold substantially all of their assets in securities
with equity characteristics. As a shareholder of another investment company, the Portfolio would bear its pro rata
portion of the other investment company’s expenses, including advisory fees, in addition to the expenses the Portfolio
bears directly in connection with its own operations.

Fixed-income securities are securities that pay a specified rate of return. The term generally includes short- and long-
term government, corporate and municipal obligations that pay a specified rate of interest, dividends or coupons for a
specified period of time. Coupon and dividend rates may be fixed for the life of the issue or, in the case of adjustable
and floating rate securities, for a shorter period.

High-yield/high-risk bonds are bonds that are rated below investment grade by the primary rating agencies (e.g., BB+
or lower by Standard & Poor’s and Ba or lower by Moody’s). Other terms commonly used to describe such bonds
include ‘‘lower rated bonds,’’ ‘‘non-investment grade bonds’’ and ‘‘junk bonds.’’

Mortgage- and asset-backed securities are shares in a pool of mortgages or other debt. These securities are generally
pass-through securities, which means that principal and interest payments on the underlying securities (less servicing
fees) are passed through to shareholders on a pro rata basis. These securities involve prepayment risk, which is the
risk that the underlying mortgages or other debt may be refinanced or paid off prior to their maturities during periods
of declining interest rates. In that case, the Portfolio may have to reinvest the proceeds from the securities at a lower
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rate. Potential market gains on a security subject to prepayment risk may be more limited than potential market gains
on a comparable security that is not subject to prepayment risk.

Mortgage dollar rolls are transactions in which a Portfolio sells a mortgage-related security, such as a security issued
by GNMA, to a dealer and simultaneously agrees to repurchase a similar security (but not the same security) in the
future at a pre-determined price. A ‘‘dollar roll’’ can be viewed, like a reverse repurchase agreement, as a collateralized
borrowing in which a Portfolio pledges a mortgage-related security to a dealer to obtain cash.

Pass-through securities are shares or certificates of interest in a pool of debt obligations that have been repackaged by
an intermediary, such as a bank or broker-dealer.

Passive foreign investment companies (PFICs) are any foreign corporations which generate certain amounts of passive
income or hold certain amounts of assets for the production of passive income. Passive income includes dividends,
interest, royalties, rents and annuities. To avoid taxes and interest that the Portfolio must pay if these investments are
profitable, the Portfolio may make various elections permitted by the tax laws. These elections could require that the
Portfolio recognize taxable income, which in turn must be distributed, before the securities are sold and before cash is
received to pay the distributions.

Pay-in-kind bonds are debt securities that normally give the issuer an option to pay cash at a coupon payment date or
give the holder of the security a similar bond with the same coupon rate and a face value equal to the amount of the
coupon payment that would have been made.

Preferred stocks are equity securities that generally pay dividends at a specified rate and have preference over common
stock in the payment of dividends and liquidation. Preferred stock generally does not carry voting rights.

Real estate investment trust (REIT) is an investment trust that operates through the pooled capital of many investors
who buy its shares. Investments are in direct ownership of either income property or mortgage loans.

Rule 144A Securities are securities that are not registered for sale to the general public under the Securities Act of
1933, but that may be resold to certain institutional investors.

Standby commitments are obligations purchased by the Portfolio from a dealer that give the Portfolio the option to sell
a security to the dealer at a specified price.

Step coupon bonds are debt securities that trade at a discount from their face value and pay coupon interest. The
discount from the face value depends on the time remaining until cash payments begin, prevailing interest rates,
liquidity of the security and the perceived credit quality of the issuer.

Strip bonds are debt securities that are stripped of their interest (usually by a financial intermediary) after the
securities are issued. The market value of these securities generally fluctuates more in response to changes in interest
rates than interest-paying securities of comparable maturity.

Tender option bonds are relatively long-term bonds that are coupled with the option to tender the securities to a bank,
broker-dealer or other financial institution at periodic intervals and receive the face value of the bond. This investment
structure is commonly used as a means of enhancing a security’s liquidity.

U.S. Government securities include direct obligations of the U.S. Government that are supported by its full faith and
credit. Treasury bills have initial maturities of less than one year, Treasury notes have initial maturities of one to ten
years and Treasury bonds may be issued with any maturity but generally have maturities of at least ten years. U.S.
Government securities also include indirect obligations of the U.S. Government that are issued by federal agencies and
government sponsored entities. Unlike Treasury securities, agency securities generally are not backed by the full faith
and credit of the U.S. Government. Some agency securities are supported by the right of the issuer to borrow from the
Treasury, others are supported by the discretionary authority of the U.S. Government to purchase the agency’s
obligations and others are supported only by the credit of the sponsoring agency.
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Variable and floating rate securities have variable or floating rates of interest and, under certain limited
circumstances, may have varying principal amounts. Variable and floating rate securities pay interest at rates that are
adjusted periodically according to a specified formula, usually with reference to some interest rate index or market
interest rate (the ‘‘underlying index’’). The floating rate tends to decrease the security’s price sensitivity to changes in
interest rates.

Warrants are securities, typically issued with preferred stock or bonds, which give the holder the right to buy a
proportionate amount of common stock at a specified price. The specified price is usually higher than the market
price at the time of issuance of the warrant. The right may last for a period of years or indefinitely.

Zero coupon bonds are debt securities that do not pay regular interest at regular intervals, but are issued at a discount
from face value. The discount approximates the total amount of interest the security will accrue from the date of
issuance to maturity. The market value of these securities generally fluctuates more in response to changes in interest
rates than interest-paying securities.

II. FUTURES, OPTIONS AND OTHER DERIVATIVES

Credit default swaps are a specific kind of counterparty agreement that allows the transfer of third party credit risk
from one party to the other. One party in the swap is a lender and faces credit risk from a third party, and the
counterparty in the credit default swap agrees to insure this risk in exchange of regular periodic payments (applicable
to Flexible Bond Portfolio only).

Forward contracts are contracts to purchase or sell a specified amount of a financial instrument for an agreed upon
price at a specified time. Forward contracts are not currently exchange-traded and are typically negotiated on an
individual basis. A Portfolio may enter into forward currency contracts for investment purposes or to hedge against
declines in the value of securities denominated in, or whose value is tied to, a currency other than the U.S. dollar or
to reduce the impact of currency appreciation on purchases of such securities. It may also enter into forward contracts
to purchase or sell securities or other financial indices.

Futures contracts are contracts that obligate the buyer to receive and the seller to deliver an instrument or money at a
specified price on a specified date. The Portfolio may buy and sell futures contracts on foreign currencies, securities
and financial indices including indices of U.S. Government, foreign government, equity or fixed-income securities. A
Portfolio may also buy options on futures contracts. An option on a futures contract gives the buyer the right, but not
the obligation, to buy or sell a futures contract at a specified price on or before a specified date. Futures contracts and
options on futures are standardized and traded on designated exchanges.

Indexed/structured securities are typically short- to intermediate-term debt securities whose value at maturity or
interest rate is linked to currencies, interest rates, equity securities, indices, commodity prices or other financial
indicators. Such securities may be positively or negatively indexed (e.g., their value may increase or decrease if the
reference index or instrument appreciates). Indexed/structured securities may have return characteristics similar to
direct investments in the underlying instruments and may be more volatile than the underlying instruments. The
Portfolio bears the market risk of an investment in the underlying instruments, as well as the credit risk of the issuer.

Interest rate swaps involve the exchange by two parties of their respective commitments to pay or receive interest
(e.g., an exchange of floating rate payments for fixed rate payments).

Inverse floaters are debt instruments whose interest rate bears an inverse relationship to the interest rate on another
instrument or index. For example, upon reset the interest rate payable on a security may go down when the
underlying index has risen. Certain inverse floaters may have an interest rate reset mechanism that multiplies the
effects of change in the underlying index. Such mechanism may increase the volatility of the security’s market value.

Options are the right, but not the obligation, to buy or sell a specified amount of securities or other assets on or
before a fixed date at a predetermined price. A Portfolio may purchase and write put and call options on securities,
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securities indices and foreign currencies. A Portfolio may purchase or write such options individually or in
combination.

Participatory Notes are derivative securities which are linked to the performance of an underlying Indian security and
which allow investors to gain market exposure to Indian securities without trading directly in the local Indian market.

III. OTHER INVESTMENTS, STRATEGIES AND/OR TECHNIQUES

Repurchase agreements involve the purchase of a security by the Portfolio and a simultaneous agreement by the seller
(generally a bank or dealer) to repurchase the security from the Portfolio at a specified date or upon demand. This
technique offers a method of earning income on idle cash. These securities involve the risk that the seller will fail to
repurchase the security, as agreed. In that case, the Portfolio will bear the risk of market value fluctuations until the
security can be sold and may encounter delays and incur costs in liquidating the security.

Reverse repurchase agreements involve the sale of a security by the Portfolio to another party (generally a bank or
dealer) in return for cash and an agreement by the Portfolio to buy the security back at a specified price and time.
This technique will be used primarily to provide cash to satisfy unusually high redemption requests, or for other
temporary or emergency purposes.

Short sales in which the Portfolio may engage may be of two types, short sales ‘‘against the box’’ or ‘‘naked’’ short
sales. Short sales against the box involve selling either a security that the Portfolio owns, or a security equivalent in
kind or amount to the security sold short that the Portfolio has the right to obtain, for delivery at a specified date in
the future. Naked short sales involve selling a security that the Portfolio borrows and does not own. The Portfolio may
enter into a short sale to hedge against anticipated declines in the market price of a security or to reduce portfolio
volatility. If the value of a security sold short increases prior to the scheduled delivery date, the Portfolio loses the
opportunity to participate in the gain. For naked short sales, the Portfolio will incur a loss if the value of a security
increases during this period because it will be paying more for the security than it has received from the purchaser in
the short sale. If the price declines during this period, the Portfolio will realize a short-term capital gain. Although the
Portfolio’s potential for gain as a result of a short sale is limited to the price at which it sold the security short less the
cost of borrowing the security, its potential for loss is theoretically unlimited because there is no limit to the cost of
replacing the borrowed security.

When-issued, delayed delivery and forward commitment transactions generally involve the purchase of a security with
payment and delivery at some time in the future – i.e., beyond normal settlement. A Portfolio does not earn interest
on such securities until settlement and bears the risk of market value fluctuations in between the purchase and
settlement dates. New issues of stocks and bonds, private placements and U.S. Government securities may be sold in
this manner.
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You can make inquiries and request other information, including a
Statement of Additional Information, Annual Report or Semiannual
Report, free of charge, by contacting your insurance company or plan
sponsor or visiting our website at www.janus.com. Additional infor-
mation about the Portfolio’s investments is available in the Portfolio’s
Annual and Semiannual Reports. In the Portfolio’s Annual and Semi-
annual Reports, you will find a discussion of the market conditions
and investment strategies that significantly affected the Portfolio’s
performance during its last fiscal year. Other information is also
available from financial intermediaries that sell Shares of the Portfo-
lio. 

The Statement of Additional Information provides detailed informa-
tion about the Portfolio and is incorporated into this Prospectus by
reference. You may review and copy information about the Portfolio
(including the Portfolio’s Statement of Additional Information) at the
Public Reference Room of the SEC or get text only copies, after paying
a duplicating fee, by sending an electronic request by e-mail to
publicinfo@sec.gov or by writing to or calling the Public Reference
Room, Washington, D.C. 20549-0102 (1-202-942-8090). Information
on the operation of the Public Reference Room may also be obtained
by calling this number. You may also obtain reports and other
information about the Portfolio from the Electronic Data Gathering
Analysis and Retrieval (EDGAR) Database on the SEC’s website at
http://www.sec.gov. 

www.janus.com

151 Detroit Street
Denver, CO 80206-4805
1-800-525-0020 

The Trust’s Investment Company Act File No. is 811-7736. 



PIMCO Funds Prospectus

PIMCO
Variable
Insurance
Trust

May 1, 2005

Share Class

‹
Adm Administrative

I N T E R N A T I O N A L B O N D P O R T F O L I O S

Foreign Bond Portfolio (U.S. Dollar-Hedged)

This cover is not part of the Prospectus



PIMCO Variable
Insurance Trust

May 1, 2005

Administrative
Class Shares
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This prospectus describes the Foreign Bond Portfolio (U.S. Dollar-Hedged) (the “Portfolio”), offered by the

PIMCO Variable Insurance Trust (the “Trust”). The Portfolio provides access to the professional investment

management services offered by Pacific Investment Management Company LLC (“PIMCO”).

This prospectus explains what you should know about the Portfolio before you invest. Please read it carefully.

Shares of the Portfolio currently are sold to segregated asset accounts (“Separate Accounts”) of insurance

companies that fund variable annuity contracts and variable life insurance policies (“Variable Contracts”).

Assets in the Separate Account are invested in shares of the Portfolio in accordance with allocation instructions

received from owners of the Variable Contracts (“Variable Contract Owners”). Variable Contract Owners do

not deal directly with the Portfolio to purchase or redeem shares. The allocation rights of Variable Contract

Owners are described in the accompanying Separate Account prospectus. Shares of the Portfolio also may be

sold to qualified pension and retirement plans outside of the separate account context.

This prospectus should be read in conjunction with the prospectus of the Separate Account. Both prospectuses
should be read carefully and retained for future reference.

The Securities and Exchange Commission has not approved or disapproved these securities, or determined if this
prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
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Summary Information
The table below compares certain investment characteristics of the Portfolio. Other important characteristics are described in the individual
Portfolio Summary beginning on page 5. Following the table are certain key concepts which are used throughout the prospectus.

Main Investments Duration Credit Quality(1)

Non-U.S.
Dollar
Denominated
Securities(2)

International
Bond Portfolios

Foreign Bond
(U.S. Dollar-Hedged)

Intermediate maturity hedged non-U.S. fixed income securities 3-7 years B to Aaa; max
10% below Baa

≥80%(3)

(1) As rated by Moody’s Investors Service, Inc. (“Moody’s”), or equivalently rated by Standard & Poor’s Ratings Services (“S&P”), or if unrated, determined by PIMCO to be of comparable
quality.

(2) The Portfolio may invest beyond this limit in U.S. dollar-denominated securities.
(3) The percentage limitation relates to securities of non-U.S. issuers denominated in any currency.

Fixed Income
Instruments

Duration

Credit Ratings

“Fixed Income Instruments,” as used in this prospectus, includes:

• securities issued or guaranteed by the U.S. Government, its agencies or government-sponsored enterprises
(“U.S. Government Securities”);

• corporate debt securities of U.S. and non-U.S. issuers, including convertible securities and corporate
commercial paper;

• mortgage-backed and other asset-backed securities;
• inflation-indexed bonds issued both by governments and corporations;
• structured notes, including hybrid or “indexed” securities, event-linked bonds and loan participations;
• delayed funding loans and revolving credit facilities;
• bank certificates of deposit, fixed time deposits and bankers’ acceptances;
• repurchase agreements and reverse repurchase agreements;
• debt securities issued by states or local governments and their agencies, authorities and other

government-sponsored enterprises;
• obligations of non-U.S. governments or their subdivisions, agencies and government-sponsored

enterprises; and
• obligations of international agencies or supranational entities.

Securities issued by U.S. Government agencies or government-sponsored enterprises may not be guaranteed
by the U.S. Treasury.

The Portfolio may invest in derivatives based on Fixed Income Instruments.

Duration is a measure of the expected life of a fixed income security that is used to determine the sensitivity of a
security’s price to changes in interest rates. The longer a security’s duration, the more sensitive it will be to
changes in interest rates. Similarly, a portfolio with a longer average portfolio duration will be more sensitive to
changes in interest rates than a portfolio with a shorter average portfolio duration. By way of example, the price
of a bond fund with a duration of five years would be expected to fall approximately 5% if interest rates rose by
one percentage point.

In this prospectus, references are made to credit ratings of debt securities which measure an issuer’s expected
ability to pay principal and interest over time. Credit ratings are determined by rating organizations, such as
S&P or Moody’s. The following terms are generally used to describe the credit quality of debt securities
depending on the security’s credit rating or, if unrated, credit quality as determined by PIMCO:

• high quality
• investment grade
• below investment grade (“high yield securities” or “junk bonds”)

For a further description of credit ratings, see “Appendix A—Description of Securities Ratings.” As noted in
Appendix A, Moody’s and S&P may modify their ratings of securities to show relative standing within a rating
category, with the addition of numerical modifiers (1, 2 or 3) in the case of Moody’s, and with the addition of a
plus (+) or minus (-) sign in the case of S&P. The Portfolio may purchase a security, regardless of any rating
modification, provided the security is rated at or above the Portfolio’s minimum rating category. For example,
the Portfolio may purchase a security rated B1 by Moody’s, or B- by S&P, provided the Portfolio may purchase
securities rated B.
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Portfolio
Description,
Performance and
Fees

Summary Information (continued)
The following summary identifies the Portfolio’s investment objective, principal investments and strategies,
principal risks, performance information and fees and expenses. A more detailed “Summary of Principal Risks”
describing principal risks of investing in the Portfolio begins after the Portfolio Summary. Investors should be
aware that the investments made by the Portfolio and the results achieved by the Portfolio at any given time are
not expected to be the same as those made by other mutual funds for which PIMCO acts as investment adviser,
including mutual funds with names, investment objectives and policies similar to the Portfolio.

It is possible to lose money on investments in the Portfolio.

An investment in the Portfolio is not a deposit of a bank and is not guaranteed or insured by the Federal
Deposit Insurance Corporation or any other government agency.
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PIMCO Foreign Bond Portfolio (U.S. Dollar-Hedged)

Principal
Investments and
Strategies

Investment Objective
Seeks maximum total return,
consistent with preservation of
capital and prudent investment
management

Portfolio Focus
Intermediate maturity hedged non-
U.S. fixed income securities

Average Portfolio Duration
3-7 years

Credit Quality
B to Aaa; maximum 10% below Baa

Dividend Frequency
Declared daily and distributed monthly

Principal Risks

Performance
Information

The Portfolio seeks to achieve its investment objective by investing under normal circumstances at least
80% of its assets in Fixed Income Instruments of issuers located outside the United States, representing at
least three foreign countries, which may be represented by futures contracts (including related options)
with respect to such securities, and options on such securities. Such securities normally are denominated
in major foreign currencies or baskets of foreign currencies (such as the euro). The Portfolio will normally
hedge at least 80% of its exposure to foreign currency to reduce the risk of loss due to fluctuations in
currency exchange rates.

PIMCO selects the Portfolio’s foreign country and currency compositions based on an evaluation of
various factors, including, but not limited to, relative interest rates, exchange rates, monetary and fiscal
policies, trade and current account balances. The average portfolio duration of this Portfolio normally
varies within a three- to seven-year time frame. The Portfolio invests primarily in investment grade debt
securities, but may invest up to 10% of its total assets in high yield securities (“junk bonds”) rated B or
higher by Moody’s or S&P, or, if unrated, determined by PIMCO to be of comparable quality. The
Portfolio is non-diversified, which means that it may concentrate its assets in a smaller number of issuers
than a diversified Portfolio. To the extent the Portfolio invests a significant portion of its assets in a
concentrated geographic area, the Portfolio will generally have more exposure to regional economic risks
associated with foreign investments.

The Portfolio may invest all of its assets in derivative instruments, such as options, futures contracts or
swap agreements, or in mortgage- or asset-backed securities. The Portfolio may, without limitation, seek
to obtain market exposure to the securities in which it primarily invests by entering into a series of
purchase and sale contracts or by using other investment techniques (such as buy backs or dollar rolls).
The “total return” sought by the Portfolio consists of income earned on the Portfolio’s investments, plus
capital appreciation, if any, which generally arises from decreases in interest rates or improving credit
fundamentals for a particular sector or security.

Among the principal risks of investing in the Portfolio, which could adversely affect its net asset value,
yield and total return, are:

• Interest Rate Risk
• Credit Risk
• High Yield Risk
• Market Risk
• Issuer Risk

• Liquidity Risk
• Derivatives Risk
• Mortgage Risk
• Foreign Investment Risk
• Emerging Markets Risk

• Currency Risk
• Issuer Non-Diversification Risk
• Leveraging Risk
• Management Risk

Please see “Summary of Principal Risks” following the Portfolio Summary for a description of these and
other risks of investing in the Portfolio.

The top of the next page shows summary performance information for the Portfolio in a bar chart and an
Average Annual Total Returns table. The information provides some indication of the risks of investing
in the Portfolio by showing changes in its performance from year to year and by showing how the
Portfolio’s average annual returns compare with the returns of a broad-based securities market index. The
bar chart and the information to its right show performance of the Portfolio’s Administrative Class
Shares. The bar chart and the table do not reflect Variable Contract fees and expenses. If they did,
performance would have been lower. Past performance is no guarantee of future results.
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Fees and Expenses
of the Portfolio

PIMCO Foreign Bond Portfolio (U.S. Dollar-Hedged) (continued)

Calendar Year Total Returns — Administrative Class

Highest and Lowest Quarter Returns
(for periods shown in the bar chart)

Highest (4th Qtr. ‘00) 3.66%

Lowest (3rd Qtr. ‘03) –1.14%

Calendar Year End (through 12/31)

Average Annual Total Returns (for periods ended 12/31/04)

1 Year 5 Years

Since
Inception
(2/16/99)(2)

Administrative Class 5.56% 6.37% 5.25%
JPMorgan Government

Bond Indices Global
Ex-U.S. Index
Hedged in USD(1) 5.21% 5.96% 5.42%

(1) The JPMorgan Government Bond Indices Global Ex-U.S. Index Hedged in USD is an unmanaged index representative of the total return performance in U.S.
dollars of major non-U.S. bond markets. It is not possible to invest directly in the index.

(2) The Administrative Class shares commenced operations on 2/16/99. Index comparisons began on 2/28/99.

These tables describe the fees and expenses you may pay if you buy and hold Administrative Class shares
of the Portfolio. Overall fees and expenses of investing in the Portfolio are higher than shown because the
table does not reflect Variable Contract fees and expenses.

Shareholder Fees (fees paid directly from your investment) None

Annual Portfolio Operating Expenses (expenses that are deducted from Portfolio assets)

Share Class
Advisory
Fees

Service
Fees

Other
Expenses(1)

Total Annual
Portfolio Operating
Expenses(2)

Administrative 0.25% 0.15% 0.50% 0.90%

(1) “Other Expenses” reflect an administrative fee of 0.50%.
(2) PIMCO has contractually agreed, for the Portfolio’s current fiscal year (12/31), to waive its administrative fee, or reimburse the Portfolio, to the extent that,

due to the payment of the Portfolio’s pro rata share of Trustees’ fees, the total portfolio operating expenses exceed 0.9049% of the Portfolio’s average net
assets. Under the Expense Limitation Agreement, which renews annually for a full fiscal year unless terminated by PIMCO upon at least 30 days’ notice
prior to fiscal year-end, PIMCO may recoup these waivers and reimbursements in future periods, not exceeding three years, provided total expenses,
including such recoupment, do not exceed the annual expense limit.

Examples. The Examples are intended to help you compare the cost of investing in Administrative Class shares of the Portfolio with the
costs of investing in other mutual funds. The Examples assume that you invest $10,000 in the noted class of shares for the time periods
indicated, and then redeem all your shares at the end of those periods. The Examples also assume that your investment has a 5% return
each year, the reinvestment of all dividends and distributions, and that the Portfolio’s operating expenses remain the same. Although your
actual costs may be higher or lower, the Examples show what your costs would be based on these assumptions.

Share Class Year 1 Year 3 Year 5 Year 10
Administrative $92 $287 $498 $1,108
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Interest Rate Risk

Credit Risk

High Yield Risk

Market Risk
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Summary of Principal Risks

The value of your investment in the Portfolio changes with the values of the Portfolio’s investments. Many

factors can affect those values. The factors that are most likely to have a material effect on the Portfolio’s

portfolio as a whole are called “principal risks.” The principal risks of the Portfolio are identified in the Portfolio

Summary and are described in this section. The Portfolio may be subject to risks other than those described

below because the types of investments made by the Portfolio can change over time. Securities and investment

techniques mentioned in this summary that appear in bold type are described in greater detail under

“Characteristics and Risks of Securities and Investment Techniques.” That section and “Investment Objectives

and Policies” in the Statement of Additional Information also include more information about the Portfolio, its

investments and the related risks. There is no guarantee that the Portfolio will be able to achieve its investment

objective. It is possible to lose money by investing in the Portfolio.

As nominal interest rates rise, the value of fixed income securities held by the Portfolio is likely to decrease.

Securities with longer durations tend to be more sensitive to changes in interest rates, usually making them

more volatile than securities with shorter durations. A nominal interest rate can be described as the sum of a

real interest rate and an expected inflation rate. Inflation-indexed securities, including Treasury Inflation-

Protected Securities (“TIPS”), decline in value when real interest rates rise. In certain interest rate

environments, such as when real interest rates are rising faster than nominal interest rates, inflation-indexed

securities may experience greater losses than other fixed income securities with similar durations.

The Portfolio could lose money if the issuer or guarantor of a fixed income security, or the counterparty to a

derivatives contract, repurchase agreement or a loan of portfolio securities, is unable or unwilling to make

timely principal and/or interest payments, or to otherwise honor its obligations. Securities are subject to varying

degrees of credit risk, which are often reflected in credit ratings. Municipal bonds are subject to the risk that

litigation, legislation or other political events, local business or economic conditions, or the bankruptcy of the

issuer could have a significant effect on an issuer’s ability to make payments of principal and/or interest.

The Portfolio may invest in high yield securities and unrated securities of similar credit quality (commonly

known as “junk bonds”) and may be subject to greater levels of interest rate, credit and liquidity risk than

portfolios that do not invest in such securities. High yield securities are considered predominately speculative

with respect to the issuer’s continuing ability to make principal and interest payments. An economic downturn

or period of rising interest rates could adversely affect the market for high yield securities and reduce the

Portfolio’s ability to sell its high yield securities (liquidity risk). If the issuer of a security is in default with

respect to interest or principal payments, the Portfolio may lose its entire investment.

The market price of securities owned by the Portfolio may go up or down, sometimes rapidly or unpredictably.

Securities may decline in value due to factors affecting securities markets generally or particular industries

represented in the securities markets. The value of a security may decline due to general market conditions that

are not specifically related to a particular company, such as real or perceived adverse economic conditions,

changes in the general outlook for corporate earnings, changes in interest or currency rates or adverse investor

sentiment generally. The value of a security may also decline due to factors that affect a particular industry or

industries, such as labor shortages or increased production costs and competitive conditions within an industry.

During a general downturn in the securities markets, multiple asset classes may decline in value simultaneously.

Equity securities generally have greater price volatility than fixed income securities.

The value of a security may decline for a number of reasons that directly relate to the issuer, such as

management performance, financial leverage and reduced demand for the issuer’s goods or services.
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Liquidity Risk
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Liquidity risk exists when particular investments are difficult to purchase or sell. The Portfolio’s investments in

illiquid securities may reduce the returns of the Portfolio because it may be unable to sell the illiquid securities

at an advantageous time or price. Portfolios with principal investment strategies that involve foreign securities,

derivatives or securities with substantial market and/or credit risk tend to have the greatest exposure to liquidity

risk.

Derivatives are financial contracts whose value depends on, or is derived from, the value of an underlying asset,

reference rate or index. The various derivative instruments that the Portfolio may use are referenced under

“Characteristics and Risks of Securities and Investment Techniques—Derivatives” in this prospectus and

described in more detail under “Investment Objectives and Policies” in the Statement of Additional

Information. The Portfolio typically uses derivatives as a substitute for taking a position in the underlying asset

and/or part of a strategy designed to reduce exposure to other risks, such as interest rate or currency risk. The

Portfolio may also use derivatives for leverage, in which case their use would involve leveraging risk. The

Portfolio’s use of derivative instruments involves risks different from, or possibly greater than, the risks associated

with investing directly in securities and other traditional investments. Derivatives are subject to a number of

risks described elsewhere in this section, such as liquidity risk, interest rate risk, market risk, credit risk and

management risk. They also involve the risk of mispricing or improper valuation and the risk that changes in the

value of the derivative may not correlate perfectly with the underlying asset, rate or index. The Portfolio’s

investment in a derivative instrument could lose more than the principal amount invested. Also, suitable

derivative transactions may not be available in all circumstances and there can be no assurance that the

Portfolio will engage in these transactions to reduce exposure to other risks when that would be beneficial.

When the Portfolio purchases mortgage-related securities it is subject to certain additional risks. Rising interest

rates tend to extend the duration of mortgage-related securities, making them more sensitive to changes in

interest rates. As a result, in a period of rising interest rates, if the Portfolio holds mortgage-related securities, it

may exhibit additional volatility. This is known as extension risk. In addition, mortgage-related securities are

subject to prepayment risk. When interest rates decline, borrowers may pay off their mortgages sooner than

expected. This can reduce the returns of the Portfolio because the Portfolio will have to reinvest that money at

the lower prevailing interest rates. This is known as contraction risk.

The Portfolio may invest in foreign securities and may experience more rapid and extreme changes in value

than a portfolio that invests exclusively in securities of U.S. companies. The securities markets of many foreign

countries are relatively small, with a limited number of companies representing a small number of industries.

Additionally, issuers of foreign securities are usually not subject to the same degree of regulation as U.S. issuers.

Reporting, accounting and auditing standards of foreign countries differ, in some cases significantly, from U.S.

standards. Also, nationalization, expropriation or confiscatory taxation, currency blockage, political changes or

diplomatic developments could adversely affect the Portfolio’s investments in a foreign country. In the event of

nationalization, expropriation or other confiscation, the Portfolio could lose its entire investment in foreign

securities. Adverse conditions in a certain region can adversely affect securities of other countries whose

economies appear to be unrelated. To the extent that the Portfolio invests a significant portion of its assets in a

concentrated geographic area like Eastern Europe or Asia, the Portfolio will generally have more exposure to

regional economic risks associated with foreign investments.

Foreign investment risk may be particularly high to the extent that the Portfolio invests in emerging market
securities of issuers based in countries with developing economies. These securities may present market, credit,
currency, liquidity, legal, political and other risks different from, or greater than, the risks of investing in
developed foreign countries.

If the Portfolio invests directly in foreign currencies or in securities that trade in, and receive revenues in,
foreign (non-U.S.) currencies, it will be subject to the risk that those currencies will decline in value relative to
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the U.S. dollar, or, in the case of hedging positions, that the U.S. dollar will decline in value relative to the
currency being hedged.

Currency rates in foreign countries may fluctuate significantly over short periods of time for a number of
reasons, including changes in interest rates, intervention (or the failure to intervene) by U.S. or foreign
governments, central banks or supranational entities such as the International Monetary Fund, or by the
imposition of currency controls or other political developments in the U.S. or abroad. As a result, the Portfolio’s
investments in foreign currency-denominated securities may reduce the returns of the Portfolio.

Focusing investments in a small number of issuers, industries or foreign currencies increases risk. The Portfolio is
“non-diversified” and may invest a greater percentage of its assets in the securities of a single issuer than
portfolios that are “diversified.” The Portfolio’s investments in a relatively small number of issuers are more
susceptible to risks associated with a single economic, political or regulatory occurrence than a more diversified
portfolio might be. Some of those issuers also may present substantial credit or other risks. Similarly, the
Portfolio may be more sensitive to adverse economic, business or political developments if it invests a substantial
portion of its assets in the bonds of similar projects or from issuers in the same state.

Certain transactions may give rise to a form of leverage. Such transactions may include, among others, reverse
repurchase agreements, loans of portfolios securities, and the use of when-issued, delayed delivery or forward
commitment transactions. The use of derivatives may also create leveraging risk. To mitigate leveraging risk,

PIMCO will segregate or “earmark” liquid assets or otherwise cover the transactions that may give rise to such

risk. The use of leverage may cause the Portfolio to liquidate portfolio positions when it may not be

advantageous to do so to satisfy its obligations or to meet segregation requirements. Leverage, including

borrowing, may cause the Portfolio to be more volatile than if the Portfolio had not been leveraged. This is

because leverage tends to exaggerate the effect of any increase or decrease in the value of the Portfolio’s portfolio

securities.

The Portfolio is subject to management risk because it is an actively managed investment portfolio. PIMCO and

each individual portfolio manager will apply investment techniques and risk analyses in making investment

decisions for the Portfolio, but there can be no guarantee that these will produce the desired results.

A description of the Portfolio’s policies and procedures with respect to the disclosure of the Portfolio’s securities

holdings is available in the Statement of Additional Information.

Management of the Portfolio
PIMCO serves as investment adviser and the administrator (serving in its capacity as administrator, the
“Administrator”) for the Portfolio. Subject to the supervision of the Board of Trustees, PIMCO is responsible for
managing the investment activities of the Portfolio and the Portfolio’s business affairs and other administrative
matters.

PIMCO’s address is 840 Newport Center Drive, Newport Beach, California 92660. Organized in 1971, PIMCO
provides investment management and advisory services to private accounts of institutional and individual clients
and to mutual funds. As of March 31, 2005, PIMCO had approximately $464 billion in assets under management.

The Portfolio pays PIMCO fees in return for providing investment advisory services. For the fiscal year ended

December 31, 2004, the Portfolio paid monthly advisory fees to PIMCO at the annual rate (stated as a

percentage of the average daily net assets of the Portfolio) of 0.25%.

The Portfolio pays for the administrative services it requires under a fee structure which is essentially fixed.

Shareholders of the Portfolio pay an administrative fee to PIMCO, computed as a percentage of the Portfolio’s
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Portfolio Manager
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assets attributable in the aggregate to the Administrative Class shares. PIMCO, in turn, provides or procures

administrative services for shareholders and also bears the costs of various third-party services required by the

Portfolios, including audit, custodial, portfolio accounting, legal, transfer agency and printing costs.

For the fiscal year ended December 31, 2004, the Portfolio paid PIMCO monthly administrative fees at the

annual rate of 0.50%.

PIMCO uses its own assets and resources, including its profits from advisory or administrative fees paid by the

Portfolio, to pay insurance companies for services rendered to current and prospective owners of Variable

Contracts, including the provision of support services such as providing information about the Trust and the

Portfolio, the delivery of Trust documents, and other services. In addition, PIMCO may pay certain expenses,

such as printing and mailing charges, incurred by such insurance companies in connection with their services.

Any such payments are made by PIMCO, and not by the Trust, and PIMCO does not receive any separate fees

for such expenses.

The services fees described in the preceding paragraph generally will not exceed 0.25% of the total assets of

the Portfolio held by the insurance company, on an annual basis. Although these payments are not intended to

compensate the insurance companies for marketing the Portfolio, they may provide an additional incentive to

insurance companies to actively promote the Portfolio and, depending on the arrangements an insurance

company may have in place with other mutual funds or their sponsors at any particular time, an insurance

company may have a financial incentive to promote a particular Portfolio (or share class of a Portfolio) over

other mutual fund options (or other Portfolios or share classes of the Portfolio) available under a particular

Variable Contract. The Statement of Additional Information contains further details about the payments made

by PIMCO to insurance companies. In addition, you can ask the insurance company that sponsors the Variable

Contract in which you invest for information about any payments it receives from PIMCO and any services

provided for such payments.

PIMCO has contractually agreed, for the Portfolio’s current fiscal year, to reduce total annual portfolio

operating expenses for the Administrative Class shares to the extent that they would exceed, due to the payment

of organizational expenses and Trustees’ fees, the sum of the Portfolio’s advisory fee, service fees and

administrative fee, plus 0.49 basis points. PIMCO currently recoups these waivers and reimbursements for a

period not exceeding three years, provided that total expenses, including such recoupment, do not exceed the

annual expense limit.

The table below provides information about the individual portfolio manager responsible for management of the

Portfolio, including his occupation for the past five years.

Portfolio Portfolio Manager Since Recent Professional Experience
Foreign Bond (U.S. Dollar-Hedged) Michael R. Asay 11/00 Executive Vice President, PIMCO. He joined PIMCO in 1998. Prior to joining

PIMCO, he was a Vice President and Director of Market Research for Goldman
Sachs and Company from 1986-1997, where he developed fixed income trading
strategies and quantitative analytics for Asian and European markets.

Please see the Statement of Additional Information for additional information about other accounts managed

by the portfolio manager, the portfolio manager’s compensation and the portfolio manager’s ownership of shares

of the Portfolio.

The Trust’s Distributor is Allianz Global Investors Distributors LLC (“AGID” or “Distributor”), an indirect

subsidiary of Allianz Global Investors of America L.P. (“AGI”). The Distributor, located at 2187 Atlantic Street,

Stamford CT 06902, is a broker-dealer registered with the Securities and Exchange Commission (“SEC”).
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Regulatory and
Litigation Matters

On June 1, 2004, the Attorney General of the State of New Jersey announced that it had dismissed PIMCO from

a complaint filed by the New Jersey Attorney General on February 17, 2004, and that it had entered into a

settlement agreement (the “New Jersey Settlement”) with PIMCO’s parent company, AGI (formerly known as

Allianz Dresdner Asset Management of America L.P.), PEA Capital LLC (an entity affiliated with PIMCO

through common ownership) (“PEA”) and AGID, in connection with the same matter. In the New Jersey

Settlement, AGI, PEA and AGID neither admitted nor denied the allegations or conclusions of law, but did agree

to pay New Jersey a civil fine of $15 million and $3 million for investigative costs and further potential

enforcement initiatives against unrelated parties. They also undertook to implement certain governance changes.

The complaint relating to the New Jersey Settlement alleged, among other things, that AGI, PEA and AGID had

failed to disclose that they improperly allowed certain hedge funds to engage in “market timing” in certain funds.

The complaint sought injunctive relief, civil monetary penalties, restitution and disgorgement of profits.

Since February 2004, PIMCO, Allianz Global Investors, PEA, AGID, and certain of their affiliates, PIMCO

Funds (formerly, PIMCO Funds: Pacific Investment Management Series), Allianz Funds (formerly, PIMCO

Funds: Multi-Manager Series), and the Trustees of the Trust (in their capacity as Trustees of the PIMCO or

Allianz Funds), have been named as defendants in 14 lawsuits filed in U.S. District Court in the Southern

District of New York, the Central District of California and the Districts of New Jersey and Connecticut. Ten of

those lawsuits concern “market timing,” and they have been transferred to and consolidated for pre-trial

proceedings in the U.S. District Court for the District of Maryland; four of those lawsuits concern “revenue

sharing” and have been consolidated into a single action in the U.S. District Court for the District of

Connecticut. The lawsuits have been commenced as putative class actions on behalf of investors who purchased,

held or redeemed shares of the various series of the PIMCO Funds and the Allianz Funds during specified

periods, or as derivative actions on behalf of the PIMCO and Allianz Funds.

The market timing actions in the District of Maryland generally allege that certain hedge funds were allowed

to engage in “market timing” in certain of the Allianz and PIMCO Funds and this alleged activity was not

disclosed. Pursuant to tolling agreements entered into with the derivative and class action plaintiffs, PIMCO,

the PIMCO Funds’ trustees, and certain employees of PIMCO who were previously named as defendants have all

been dropped as defendants in the market timing actions; the plaintiffs continue to assert claims on behalf of the

shareholders of the PIMCO Funds or on behalf of the PIMCO Funds themselves against other defendants. The

revenue sharing action in the District of Connecticut generally alleges that fund assets were inappropriately used

to pay brokers to promote the Allianz and PIMCO Funds, including directing fund brokerage transactions to

such brokers, and that such alleged arrangements were not fully disclosed to shareholders. The market timing

and revenue sharing lawsuits seek, among other things, unspecified compensatory damages plus interest and, in

some cases, punitive damages, the rescission of investment advisory contracts, the return of fees paid under those

contracts and restitution.

The Trust has learned that, on April 11, 2005, the Attorney General of the State of West Virginia filed a

complaint in the Circuit Court of Marshall County, West Virginia (the “West Virginia Complaint”) against

Allianz Global Investors Fund Management LLC (formerly PA Fund Management LLC), PEA and AGID

alleging, among other things, that they improperly allowed broker-dealers, hedge funds and investment advisers

to engage in frequent trading of various open-end funds advised or distributed by Allianz Global Investors Fund

Management LLC and certain of its affiliates in violation of the funds’ stated restrictions on “market timing.” As

of the date of this prospectus, the West Virginia Complaint has not been formally served upon Allianz Global

Investors Fund Management, PEA or AGID. The West Virginia Complaint also names numerous other

defendants unaffiliated with Allianz Global Investors Fund Management in separate claims alleging improper

market timing and/or late trading of open-end investment companies advised or distributed by such other

defendants. The West Virginia Complaint seeks injunctive relief, civil monetary penalties, investigative costs

and attorney’s fees.
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Under Section 9(a) of the Investment Company Act of 1940, as amended (“1940 Act”), if the New Jersey

Settlement or any of the lawsuits described above were to result in a court injunction against AGI, PEA, AGID

and/or their affiliates, PIMCO could, in the absence of exemptive relief granted by the SEC, be barred from

serving as an investment adviser, and AGID could be barred from serving as principal underwriter, to any

registered investment company, including the Portfolios of the Trust. In connection with an inquiry from the

SEC concerning the status of the New Jersey Settlement under Section 9(a), PEA, AGID, AGI and certain of

their affiliates (including PIMCO) (together, the “Applicants”) have sought exemptive relief from the SEC

under Section 9(c) of the 1940 Act. The SEC has granted the Applicants a temporary exemption from the

provisions of Section 9(a) with respect to the New Jersey Settlement until the earlier of (i) September 13, 2006

and (ii) the date on which the SEC takes final action on their application for a permanent order. There is no

assurance that the SEC will issue a permanent order. If the West Virginia Attorney General were to obtain a

court injunction against Allianz Global Investors Fund Management, PEA or AGID, the Applicants would, in

turn, seek exemptive relief under Section 9(c) with respect to that matter, although there is no assurance that

such exemptive relief would be granted.

It is possible that these matters and/or other developments resulting from these matters could result in

increased Portfolio redemptions or other adverse consequences to the Portfolio. However, PIMCO and AGID

believe that these matters are not likely to have a material adverse effect on the Portfolio or on PIMCO’s or

AGID’s ability to perform their respective investment advisory or distribution services relating to the Portfolio.

The foregoing speaks only as of the date of this prospectus. While there may be additional litigation or

regulatory developments in connection with the matters discussed above, the foregoing disclosure of litigation

and regulatory matters will be updated only if those developments are material.

Administrative Class Shares
The Trust offers investors Administrative Class shares of the Portfolio in this prospectus. The Trust does not

charge any sales charges (loads) or other fees in connection with purchases or sales (redemptions) of

Administrative Class shares.

• Service Fees—Administrative Class Shares. The Trust has adopted an Administrative Services Plan

(the “Plan”) for the Administrative Class shares. The Plan allows the Portfolio to use its Administrative Class

assets to compensate or reimburse financial intermediaries that provide services relating to Administrative Class

shares. The services that will be provided under the Plan include, among other things, teleservicing support in

connection with the Portfolio; recordkeeping services; provision of support services, including providing

information about the Trust and the Portfolio and answering questions concerning the Trust and the Portfolio,

including questions respecting investors’ interests in the Portfolio; provision and administration of insurance

features for the benefit of investors in connection with the Portfolio; receiving, aggregating and forwarding

purchase and redemption orders; processing dividend payments; issuing investor reports and transaction

confirmations; providing subaccounting services; general account administration activities; and providing such

similar services as the Trust may reasonably request to the extent the service provider is permitted to do so under

applicable statutes, rules or regulation. The Plan also permits payment for services in connection with the

administration of plans or programs that use Administrative Class shares of the Portfolio as their funding

medium and for related expenses.

The Plan permits the Portfolio to make total payments at an annual rate of 0.15% of the Portfolio’s average

daily net assets attributable to its Administrative Class shares. Because these fees are paid out of the Portfolio’s

Administrative Class assets on an ongoing basis, over time they will increase the cost of an investment in

Administrative Class shares and may cost an investor more than sales charges.
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• Arrangements with Service Agents. Administrative Class shares of the Portfolio may be offered through

certain brokers and financial intermediaries (“service agents”) that have established a shareholder servicing

relationship with the Trust on behalf of their customers. The Trust pays no compensation to such entities other

than Plan fees paid with respect to Administrative Class shares. Service agents may impose additional or

different conditions than the Trust on purchases, redemptions or exchanges of Portfolio shares by their

customers. Service agents may also independently establish and charge their customers transaction fees, account

fees and other amounts in connection with purchases and sales of Portfolio shares in addition to any fees charged

by the Trust. These additional fees may vary over time and would increase the cost of the customer’s investment

and lower investment returns. Each service agent is responsible for transmitting to its customers a schedule of

any such fees and information regarding any additional or different conditions regarding purchases, redemptions

and exchanges. Shareholders who are customers of service agents should consult their service agents for

information regarding these fees and conditions.

From time to time, PIMCO or its affiliates may pay investment consultants or their parent or affiliated

companies for certain services including technology, operations, tax, or audit consulting services, and may pay

such firms for PIMCO’s attendance at investment forums sponsored by such firms or for various studies, surveys,

or access to databases. PIMCO and its affiliates may also provide investment advisory services to investment

consultants and their affiliates. These consultants or their affiliates may, in the ordinary course of their

investment consultant business, recommend that their clients utilize PIMCO’s investment advisory services or

invest in the Portfolio or in other products sponsored by PIMCO and its affiliates.

Purchases and Redemptions
Investors do not deal directly with the Portfolio to purchase and redeem shares. Please refer to the prospectus for

the Separate Account for information on the allocation of premiums and on transfers of accumulated value

among sub-accounts of the Separate Account that invest in the Portfolio.

As of the date of this prospectus, shares of the Portfolio are offered for purchase by Separate Accounts to serve

as an investment medium for Variable Contracts issued by life insurance companies, and to qualified pension and

retirement plans outside of the separate account context. All purchase orders are effected at the net asset value

(“NAV”) next determined after a purchase order is received.

While the Portfolio currently does not foresee any disadvantages to Variable Contract Owners if the Portfolio

serves as an investment medium for both variable annuity contracts and variable life insurance policies, due to

differences in tax treatment or other considerations, it is theoretically possible that the interest of owners of

annuity contracts and insurance policies for which the Portfolio served as an investment medium might at some

time be in conflict. However, the Trust’s Board of Trustees and each insurance company with a separate account

allocating assets to the Portfolio are required to monitor events to identify any material conflicts between

variable annuity contract owners and variable life insurance policy owners, and would have to determine what

action, if any, should be taken in the event of such a conflict. If such a conflict occurred, an insurance company

participating in the Portfolio might be required to redeem the investment of one or more of its separate accounts

from the Portfolio, which might force the Portfolio to sell securities at disadvantageous prices.

The Trust and its distributor each reserves the right, in its sole discretion, to suspend the offering of shares of

the Portfolio or to reject any purchase order, in whole or in part, when, in the judgment of management, such

suspension or rejection is in the best interests of the Trust. In addition, the Trust and its distributor each reserves

the right, in its sole discretion, to redeem shares, in whole or in part, when, in the judgment of management,

such redemption is necessary in order to maintain qualification under the rules for variable annuities and/or

variable life contracts with respect to other shareholders, to maintain qualification as a regulated investment
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company under the Code, or for any reason under terms set by the Trustees, including the failure of a

shareholder to supply a personal identification number if required to do so, or to have the minimum investment

required, or to pay when due for the purchase of shares issued to the shareholder. The sale of shares will be

suspended when trading on the New York Stock Exchange (“NYSE”) is restricted or during an emergency which

makes it impracticable for the Portfolio to dispose of its securities or to determine fairly the value of its net assets,

or during any other period as permitted by the SEC for the protection of investors. In the event that the

Portfolio ceases offering its shares, any investments allocated to the Portfolio will, subject to any necessary

regulatory approvals, be invested in another Portfolio of the Trust.

Shares may be redeemed without charge on any day that the net asset value is calculated. All redemption orders

are effected at the net asset value per share next determined after a redemption request is received. Payment for

shares redeemed normally will be made within seven days.

For shareholder protection, a request to change information contained in an account registration (for

example, a request to change the bank designated to receive wire redemption proceeds) must be received in

writing, signed by the minimum number of persons designated on the Client Registration Application that are

required to effect a redemption, and accompanied by a signature guarantee from any eligible guarantor

institution, as determined in accordance with the Trust’s procedures. Shareholders should inquire as to whether

a particular institution is an eligible guarantor institution. A signature guarantee cannot be provided by a notary

public. In addition, corporations, trusts, and other institutional organizations are required to furnish evidence of

the authority of the persons designated on the Client Registration Application to effect transactions for the

organization.

Redemptions of Portfolio shares may be suspended when trading on the NYSE is restricted or during an

emergency which makes it impractical for the Portfolio to dispose of its securities or to determine fairly the value

of its net assets, or during any other period as permitted by the SEC for the protection of investors. Under these

and other unusual circumstances, the Trust may suspend redemption or postpone payment for more than seven

days, as permitted by law. In consideration of the best interests of the remaining shareholders, the Trust reserves

the right to pay redemption proceeds in whole or in part by a distribution in kind of securities held by the

Portfolio in lieu of cash. It is highly unlikely that shares would ever be redeemed in kind. If shares are redeemed

in kind, however, the redeeming shareholder should expect to incur transaction costs upon the disposition of the

securities received in the distribution.

The Trust generally encourages shareholders to invest in the Portfolio as part of a long-term investment strategy

and discourages excessive, short-term trading and other abusive trading practices. To that end, the Board of

Trustees of the Trust has adopted policies and procedures reasonably designed to detect and prevent short-term

trading activity that may be harmful to the Portfolio or its shareholders. Such activities, sometimes referred to as

“market timing,” may have a detrimental effect on the Portfolio and its shareholders. For example, depending

upon various factors such as the size of the Portfolio and the amount of its assets maintained in cash, short-term

or excessive trading by Portfolio shareholders may interfere with the efficient management of the Portfolio’s

investments, increase transaction costs and taxes, and may harm the performance of the Portfolio and its

shareholders.

The Trust seeks to deter and prevent abusive trading practices, and to reduce these risks, through several

methods. First, to the extent that there is a delay between a change in the value of the Portfolio’s holdings, and
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the time when that change is reflected in the net asset value of the Portfolio’s shares, the Portfolio is exposed to

the risk that investors may seek to exploit this delay by purchasing or redeeming shares at net asset values that

do not reflect appropriate fair value prices. The Trust seeks to deter and prevent this activity, sometimes referred

to as “stale price arbitrage,” by the appropriate use of “fair value” pricing of the Portfolio’s securities. See “How

Portfolio Shares Are Priced” below for more information.

Second, the Trust and PIMCO seek to monitor shareholder account activities in order to detect and prevent

excessive and disruptive trading practices. When PIMCO notices a pattern of trading that may be indicative of

excessive or abusive trading by variable contract owners or plan participants, Trust and/or PIMCO will seek the

cooperation of insurance companies or plan administrators in attempting to determine whether the activity is

the result of trading by one or more related variable contract owners or plan participants. In the event that the

insurance company informs PIMCO that the trading activity is the result of excessive or abusive trading by

variable contract owners or plan participants, PIMCO will request that the insurance company or plan

administrator take appropriate action to ensure that the excessive or abusive trading ceases. If the trading pattern

continues, PIMCO will request that the insurance company or plan administrator restrict purchases of or

exchanges into the Portfolio by the variable contract owner or plan participants identified as having engaged in

excessive or abusive trading. There can be no assurances that an insurance company or plan administrator will

comply with PIMCO’s request. The Trust and PIMCO will also cooperate with efforts by insurance companies

and plan administrators to limit excessive exchanges in their products.

Although the Trust and its service providers seek to use these methods to detect and prevent abusive trading

activities, and although the Trust will consistently apply such methods, there can be no assurances that such

activities can be mitigated or eliminated. By their nature, insurance company separate accounts and omnibus or

other nominee accounts, in which purchases and sales of Portfolio shares by multiple investors are aggregated for

presentation to the Portfolio on a net basis, conceal the identity of the individual investors from the Portfolio.

This makes it more difficult for the Trust and/or PIMCO to identify short-term transactions in the Portfolio.

An investor should invest in the Portfolio for long-term investment purposes only. The Trust and PIMCO

each reserve the right to restrict purchases of Portfolio shares (including exchanges) when a pattern of frequent

purchases and sales made in response to short-term fluctuations in share price appears evident. Notice of any

such restrictions, if any, will vary according to the particular circumstances.

How Portfolio Shares Are Priced
The NAV of the Portfolio’s Administrative Class shares is determined by dividing the total value of the

Portfolio’s investments and other assets attributable to that class, less any liabilities, by the total number of

shares outstanding of that class.

Portfolio shares are valued at the close of regular trading (normally 4:00 p.m., Eastern time) (the “NYSE

Close”) on each day that the NYSE is open. For purposes of calculating the NAV, the Portfolio normally uses

pricing data for domestic equity securities received shortly after the NYSE Close and does not normally take into

account trading, clearances or settlements that take place after the NYSE Close. Domestic fixed income and

foreign securities are normally priced using data reflecting the earlier closing of the principal markets for those

securities. Information that becomes known to the Portfolio or its agents after the NAV has been calculated on a

particular day will not generally be used to retroactively adjust the price of a security or the NAV determined

earlier that day.

For purposes of calculating NAV, portfolio securities and other assets for which market quotes are available

are stated at market value. Market value is generally determined on the basis of last reported sales prices, or if no

sales are reported, based on quotes obtained from a quotation reporting system, established market makers, or

15 PIMCO Variable Insurance Trust



pricing services. Short-term investments having a maturity of 60 days or less are generally valued at amortized

cost. Exchange traded options, futures and options on futures are valued at the settlement price determined by

the exchange.

Investments initially valued in currencies other than the U.S. dollar are converted to U.S. dollars using

exchange rates obtained from pricing services. As a result, the NAV of the Portfolio’s shares may be affected by

changes in the value of currencies in relation to the U.S. dollar. The value of securities traded in markets outside

the United States or denominated in currencies other than the U.S. dollar may be affected significantly on a day

that the NYSE is closed and an investor is not able to purchase, redeem or exchange shares.

Securities and other assets for which market quotes are not readily available are valued at fair value as

determined in good faith by the Board of Trustees or persons acting at its direction. The Board of Trustees has

adopted methods for valuing securities and other assets in circumstances where market quotes are not readily

available, and has delegated to PIMCO the responsibility for applying the valuation methods. In the event that

market quotes are not readily available, and the security or asset cannot be valued pursuant to one of the

valuation methods, the value of the security or asset will be determined in good faith by the Valuation

Committee of the Board of Trustees, generally based upon recommendations provided by PIMCO.

Market quotes are considered not readily available in circumstances where there is an absence of current or

reliable market-based data (e.g., trade information, bid/asked information, broker quotes), including where

events occur after the close of the relevant market, but prior to the NYSE Close, that materially affect the values

of the Portfolio’s securities or assets. In addition, market quotes are considered not readily available when, due to

extraordinary circumstances, the exchanges or markets on which the securities trade do not open for trading for

the entire day and no other market prices are available. The Board has delegated to PIMCO the responsibility

for monitoring significant events that may materially affect the values of the Portfolio’s securities or assets and

for determining whether the value of the applicable securities or assets should be re-evaluated in light of such

significant events.

When the Portfolio uses fair value pricing to determine its NAV, securities will not be priced on the basis of

quotations from the primary market in which they are traded, but rather may be priced by another method that

the Board of Trustees or persons acting at their direction believe accurately reflects fair value. The Trust’s policy

is intended to result in a calculation of the Portfolio’s NAV that fairly reflects security values as of the time of

pricing. However, fair values determined by the Board of Trustees or persons acting at their direction may not

accurately reflect the price that the Portfolio could obtain for a security if it were to dispose of that security as of

the time of pricing.

Tax Consequences
The Portfolio intends to qualify as a regulated investment company annually and to elect to be treated as a

regulated investment company for federal income tax purposes. As such, the Portfolio generally will not pay

federal income tax on the income and gains it pays as dividends to its shareholders. In order to avoid a 4%

federal excise tax, the Portfolio intends to distribute each year substantially all of its net income and gains.

The Portfolio intends to diversify its investments in a manner intended to comply with tax requirements

generally applicable to mutual funds. In addition, the Portfolio will diversify its investments so that on the last

day of each quarter of a calendar year, no more than 55% of the value of its total assets is represented by any one

investment, no more than 70% is represented by any two investments, no more than 80% is represented by any

three investments, and no more than 90% is represented by any four investments. For this purpose, securities of a

single issuer are treated as one investment and each U.S. Government agency or instrumentality is treated as a

separate issuer. Any security issued, guaranteed, or insured (to the extent so guaranteed or insured) by the
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U.S. Government or any agency or instrumentality of the U.S. Government is treated as a security issued by the

U.S. Government or its agency or instrumentality, whichever is applicable.

If the Portfolio fails to meet the diversification requirement under Section 817(h), income with respect to

Variable Contracts invested in the Portfolio at any time during the calendar quarter in which the failure

occurred could become currently taxable to the owners of the Variable Contracts and income for prior periods

with respect to such contracts also could be taxable, most likely in the year of the failure to achieve the required

diversification. Other adverse tax consequences could also ensue.

Please refer to the prospectus for the Separate Account and Variable Contract for information regarding the

federal income tax treatment of distributions to the Separate Account. See “Additional Information—

Additional Tax Information” in the Portfolio’s Statement of Additional Information for more information on

taxes.

Characteristics and Risks of
Securities and Investment Techniques
This section provides additional information about some of the principal investments and related risks of the

Portfolio described under the “Portfolio Summaries” and “Summary of Principal Risks” above. It also describes

characteristics and risks of additional securities and investment techniques that may be used by the Portfolio

from time to time. Most of these securities and investment techniques are discretionary, which means that

PIMCO can decide whether to use them or not. This prospectus does not attempt to disclose all of the various

types of securities and investment techniques that may be used by the Portfolio. As with any mutual fund,

investors in the Portfolio rely on the professional investment judgment and skill of PIMCO and the individual

portfolio managers. The investments made by the Portfolio at any given time are not expected to be the same as

those made by other mutual funds for which PIMCO acts as investment adviser, including mutual funds with

investment objectives and strategies similar to those of the Portfolio. Accordingly, the performance of the

Portfolio can be expected to vary from that of the other mutual funds. Please see “Investment Objectives and

Policies” in the Statement of Additional Information for more detailed information about the securities and

investment techniques described in this section and about other strategies and techniques that may be used by

the Portfolio.

The Portfolio seeks maximum total return. The total return sought by the Portfolio consists of both income

earned on the Portfolio’s investments and capital appreciation, if any, arising from increases in the market value

of the Portfolio’s holdings. Capital appreciation of fixed income securities generally results from decreases in

market interest rates or improving credit fundamentals for a particular market sector or security.

In selecting securities for the Portfolio, PIMCO develops an outlook for interest rates, foreign currency

exchange rates and the economy; analyzes credit and call risks, and uses other security selection techniques. The

proportion of the Portfolio’s assets committed to investment in securities with particular characteristics (such as

quality, sector, interest rate or maturity) varies based on PIMCO’s outlook for the U.S. and foreign economies,

the financial markets and other factors.

PIMCO attempts to identify areas of the bond market that are undervalued relative to the rest of the market.

PIMCO identifies these areas by grouping bonds into the following sectors: money markets, governments,

corporates, mortgages, asset-backed and international. Sophisticated proprietary software then assists in

evaluating sectors and pricing specific securities. Once investment opportunities are identified, PIMCO will shift

assets among sectors depending upon changes in relative valuations and credit spreads. There is no guarantee

that PIMCO’s security selection techniques will produce the desired results.
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U.S. Government securities are obligations of and, in certain cases, guaranteed by, the U.S. Government, its

agencies or government-sponsored enterprises. U.S. Government Securities are subject to market and interest

rate risk, and may be subject to varying degrees of credit risk. U.S. Government securities may include zero

coupon securities, which do not distribute interest on a current basis and tend to be subject to greater market risk

than interest-paying securities of similar maturities.

Municipal bonds are generally issued by states and local governments and their agencies, authorities and other

instrumentalities. Municipal bonds are subject to interest rate, credit and market risk. The ability of an issuer to

make payments could be affected by litigation, legislation or other political events or the bankruptcy of the

issuer. Lower rated municipal bonds are subject to greater credit and market risk than higher quality municipal

bonds. The types of municipal bonds in which the Portfolio may invest include municipal lease obligations. The

Portfolio may also invest in securities issued by entities whose underlying assets are municipal bonds.

The Portfolio may invest, without limitation, in residual interest bonds, which are created by depositing

municipal securities in a trust and dividing the income stream of an underlying municipal bond in two parts,

one, a variable rate security and the other, a residual interest bond. The interest rate for the variable rate security

is determined by an index or an auction process held approximately every 7 to 35 days, while the residual

interest bond holder receives the balance of the income from the underlying municipal bond less an auction fee.

The market prices of residual interest bonds may be highly sensitive to changes in market rates and may decrease

significantly when market rates increase.

The Portfolio may invest all of its assets in mortgage- and asset-backed securities. Mortgage-related securities

include mortgage pass-through securities, collateralized mortgage obligations (“CMOs”), commercial mortgage-

backed securities, mortgage dollar rolls, CMO residuals, stripped mortgage-backed securities (“SMBSs”) and

other securities that directly or indirectly represent a participation in, or are secured by and payable from,

mortgage loans on real property.

The value of some mortgage- or asset-backed securities may be particularly sensitive to changes in prevailing

interest rates. Early repayment of principal on some mortgage-related securities may expose the Portfolio to a

lower rate of return upon reinvestment of principal. When interest rates rise, the value of a mortgage-related

security generally will decline; however, when interest rates are declining, the value of mortgage-related

securities with prepayment features may not increase as much as other fixed income securities. The rate of

prepayments on underlying mortgages will affect the price and volatility of a mortgage-related security, and may

shorten or extend the effective maturity of the security beyond what was anticipated at the time of purchase. If

unanticipated rates of prepayment on underlying mortgages increase the effective maturity of a mortgage-related

security, the volatility of the security can be expected to increase. The value of these securities may fluctuate in

response to the market’s perception of the creditworthiness of the issuers. Additionally, although mortgages and

mortgage-related securities are generally supported by some form of government or private guarantee and/or

insurance, there is no assurance that private guarantors or insurers will meet their obligations.

One type of SMBS has one class receiving all of the interest from the mortgage assets (the interest-only, or

“IO” class), while the other class will receive all of the principal (the principal-only, or “PO” class). The yield to

maturity on an IO class is extremely sensitive to the rate of principal payments (including prepayments) on the

underlying mortgage assets, and a rapid rate of principal payments may have a material adverse effect on the

Portfolio’s yield to maturity from these securities. The Portfolio may invest no more than 5% of its total assets in

any combination of mortgage-related or other asset-backed IO, PO, or inverse floater securities.

The Portfolio may invest in collateralized debt obligations (“CDOs”), which includes collateralized bond

obligations (“CBOs”), collateralized loan obligations (“CLOs”) and other similarly structured securities. CBOs

and CLOs are types of asset-backed securities. A CBO is a trust which is backed by a diversified pool of high risk,
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below investment grade fixed income securities. A CLO is a trust typically collateralized by a pool of loans,

which may include, among others, domestic and foreign senior secured loans, senior unsecured loans, and

subordinate corporate loans, including loans that may be rated below investment grade or equivalent unrated

loans. The Portfolio may invest in other asset-backed securities that have been offered to investors.

The Portfolio may invest in fixed- and floating-rate loans, which investments generally will be in the form of

loan participations and assignments of portions of such loans. Participations and assignments involve special

types of risk, including credit risk, interest rate risk, liquidity risk, and the risks of being a lender. If the Portfolio

purchases a participation, it may only be able to enforce its rights through the lender, and may assume the credit

risk of the lender in addition to the borrower.

Corporate debt securities are subject to the risk of the issuer’s inability to meet principal and interest payments

on the obligation and may also be subject to price volatility due to such factors as interest rate sensitivity, market

perception of the credit-worthiness of the issuer and general market liquidity. When interest rates rise, the value

of corporate debt securities can be expected to decline. Debt securities with longer maturities tend to be more

sensitive to interest rate movements than those with shorter maturities.

Securities rated lower than Baa by Moody’s or lower than BBB by S&P are sometimes referred to as “high yield”

or “junk” bonds. Investing in high yield securities involves special risks in addition to the risks associated with

investments in higher-rated fixed income securities. While offering a greater potential opportunity for capital

appreciation and higher yields, high yield securities typically entail greater potential price volatility and may be

less liquid than higher-rated securities. High yield securities may be regarded as predominately speculative with

respect to the issuer’s continuing ability to meet principal and interest payments. They may also be more

susceptible to real or perceived adverse economic and competitive industry conditions than higher-rated

securities.

Variable and floating rate securities provide for a periodic adjustment in the interest rate paid on the obligations.

The Portfolio may invest in floating rate debt instruments (“floaters”) and engage in credit spread trades. While

floaters provide a certain degree of protection against rises in interest rates, the Portfolio will participate in any

declines in interest rates as well. The Portfolio may also invest in inverse floating rate debt instruments (“inverse

floaters”). An inverse floater may exhibit greater price volatility than a fixed rate obligation of similar credit

quality. The Portfolio may invest no more than 5% of its total assets in any combination of mortgage-related or

other asset-backed IO, PO, or inverse floater securities.

Inflation-indexed bonds are fixed income securities whose principal value is periodically adjusted according to

the rate of inflation. If the index measuring inflation falls, the principal value of inflation-indexed bonds will be

adjusted downward, and consequently the interest payable on these securities (calculated with respect to a

smaller principal amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted

for inflation) is guaranteed in the case of U.S. Treasury inflation-indexed bonds. For bonds that do not provide a

similar guarantee, the adjusted principal value of the bond repaid at maturity may be less than the original

principal.

The value of inflation-indexed bonds is expected to change in response to changes in real interest rates. Real

interest rates are tied to the relationship between nominal interest rates and the rate of inflation. If nominal

interest rates increase at a faster rate than inflation, real interest rates may rise, leading to a decrease in value of

inflation-indexed bonds. Short-term increases in inflation may lead to a decline in value. Any increase in the

principal amount of an inflation-indexed bond will be considered taxable ordinary income, even though

investors do not receive their principal until maturity.
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The Portfolio may obtain event-linked exposure by investing in “event-linked bonds” or “event-linked swaps” or

implement “event-linked strategies.” Event-linked exposure results in gains or losses that typically are

contingent, or formulaically related to defined trigger events. Examples of trigger events include hurricanes,

earthquakes, weather-related phenomena, or statistics relating to such events. Some event-linked bonds are

commonly referred to as “catastrophe bonds.” If a trigger event occurs, the Portfolio may lose a portion or its

entire principal invested in the bond or notional amount on a swap. Event-linked exposure often provides for an

extension of maturity to process and audit loss claims where a trigger event has, or possibly has, occurred. An

extension of maturity may increase volatility. Event-linked exposure may also expose the Portfolio to certain

unanticipated risks including credit risk, counterparty risk, adverse regulatory or jurisdictional interpretations,

and adverse tax consequences. Event-linked exposures may also be subject to liquidity risk.

The Portfolio may invest in convertible securities or equity securities. Convertible securities are generally

preferred stocks and other securities, including fixed income securities and warrants, that are convertible into or

exercisable for common stock at a stated price or rate. The price of a convertible security will normally vary in

some proportion to changes in the price of the underlying common stock because of this conversion or exercise

feature. However, the value of a convertible security may not increase or decrease as rapidly as the underlying

common stock. A convertible security will normally also provide income and is subject to interest rate risk.

Convertible securities may be lower-rated securities subject to greater levels of credit risk. The Portfolio may be

forced to convert a security before it would otherwise choose, which may have an adverse effect on the

Portfolio’s ability to achieve its investment objective.

The Portfolio intends to invest primarily in fixed income securities; however, while some countries or

companies may be regarded as favorable investments, pure fixed income opportunities may be unattractive or

limited due to insufficient supply, or legal or technical restrictions. In such cases, subject to its applicable

investment restrictions, the Portfolio may consider convertible securities or equity securities to gain exposure to

such investments.

Equity securities generally have greater price volatility than fixed income securities. The market price of

equity securities owned by the Portfolio may go up or down, sometimes rapidly or unpredictably. Equity securities

may decline in value due to factors affecting equity securities markets generally or particular industries

represented in those markets. The value of an equity security may also decline for a number of reasons which

directly relate to the issuer, such as management performance, financial leverage and reduced demand for the

issuer’s goods or services.

Investing in the securities of issuers in any foreign country involves special risks and considerations not typically

associated with investing in U.S. companies. Shareholders should consider carefully the substantial risks

involved for the Portfolio’s investments in securities issued by foreign companies and governments of foreign

countries. These risks include: differences in accounting, auditing and financial reporting standards; generally

higher commission rates on foreign portfolio transactions; the possibility of nationalization, expropriation or

confiscatory taxation; adverse changes in investment or exchange control regulations; and political instability.

Individual foreign economies may differ favorably or unfavorably from the U.S. economy in such respects as

growth of gross domestic product, rates of inflation, capital reinvestment, resources, self-sufficiency and balance

of payments position. The securities markets, values of securities, yields and risks associated with foreign

securities markets may change independently of each other. Also, foreign securities and dividends and interest

payable on those securities may be subject to foreign taxes, including taxes withheld from payments on those

securities. Foreign securities often trade with less frequency and volume than domestic securities and therefore

may exhibit greater price volatility. Investments in foreign securities may also involve higher custodial costs than

domestic investments and additional transaction costs with respect to foreign currency conversions. Changes in

foreign exchange rates also will affect the value of securities denominated or quoted in foreign currencies.
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The Portfolio also may invest in sovereign debt issued by governments, their agencies or instrumentalities, or

other government-related entities. Holders of sovereign debt may be requested to participate in the rescheduling

of such debt and to extend further loans to governmental entities. In addition, there is no bankruptcy proceeding

by which defaulted sovereign debt may be collected.

• Emerging Market Securities. The Portfolio may invest up to 10% of its total assets in securities of issuers

based countries with developing (or “emerging markets”) economies. A security is economically tied to an

emerging market country if it is principally traded on the country’s securities markets, or the issuer is organized

or principally operates in the country, derives a majority of its income from its operations within the country, or

has a majority of its assets in the country. The adviser has broad discretion to identify and invest in countries

that it considers to qualify as emerging securities markets. However, an emerging securities market is generally

considered to be one located in any country that is defined as an emerging or developing economy by the World

Bank or its related organizations, or the United Nations or its authorities. In making investments in emerging

market securities, the Portfolio emphasizes those countries with relatively low gross national product per capita

and with the potential for rapid economic growth. The adviser will select the country and currency composition

based on its evaluation of relative interest rates, inflation rates, exchange rates, monetary and fiscal policies,

trade and current account balances, and any other specific factors it believes to be relevant.

Investing in emerging market securities imposes risks different from, or greater than, risks of investing in

domestic securities or in foreign, developed countries. These risks include: smaller market capitalization of

securities markets, which may suffer periods of relative illiquidity; significant price volatility; restrictions on

foreign investment; possible repatriation of investment income and capital. In addition, foreign investors may be

required to register the proceeds of sales; future economic or political crises could lead to price controls, forced

mergers, expropriation or confiscatory taxation, seizure, nationalization, or creation of government monopolies.

The currencies of emerging market countries may experience significant declines against the U.S. dollar, and

devaluation may occur subsequent to investments in these currencies by the Portfolio. Inflation and rapid

fluctuations in inflation rates have had, and may continue to have, negative effects on the economies and

securities markets of certain emerging market countries.

Additional risks of emerging markets securities may include: greater social, economic and political

uncertainty and instability; more substantial governmental involvement in the economy; less governmental

supervision and regulation; unavailability of currency hedging techniques; companies that are newly organized

and small; differences in auditing and financial reporting standards, which may result in unavailability of

material information about issuers; and less developed legal systems. In addition, emerging securities markets may

have different clearance and settlement procedures, which may be unable to keep pace with the volume of

securities transactions or otherwise make it difficult to engage in such transactions. Settlement problems may

cause the Portfolio to miss attractive investment opportunities, hold a portion of its assets in cash pending

investment, or be delayed in disposing of a portfolio security. Such a delay could result in possible liability to a

purchaser of the security.

The Portfolio may invest in Brady Bonds, which are securities created through the exchange of existing

commercial bank loans to sovereign entities for new obligations in connection with a debt restructuring.

Investments in Brady Bonds may be viewed as speculative. Brady Bonds acquired by the Portfolio may be subject

to restructuring arrangements or to requests for new credit, which may cause the Portfolio to suffer a loss of

interest or principal on any of its holdings.

The Portfolio may invest directly in foreign currencies or in securities that trade in, or receive revenues in,

foreign currencies and, as a result, will be subject to currency risk. Foreign currency exchange rates may fluctuate

significantly over short periods of time. They generally are determined by supply and demand in the foreign

exchange markets and the relative merits of investments in different countries, actual or perceived changes in
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interest rates and other complex factors. Currency exchange rates also can be affected unpredictably by

intervention (or the failure to intervene) by U.S. or foreign governments or central banks, or by currency

controls or political developments.

• Foreign Currency Transactions. The Portfolio may invest in securities denominated in foreign currencies

and may enter into forward foreign currency exchange contracts and invest in foreign currency futures contracts

and options on foreign currencies and futures. A forward foreign currency exchange contract, which involves an

obligation to purchase or sell a specific currency at a future date at a price set at the time of the contract, reduces

the Portfolio’s exposure to changes in the value of the currency it will deliver and increases its exposure to

changes in the value of the currency it will receive for the duration of the contract. The effect on the value of

the Portfolio is similar to selling securities denominated in one currency and purchasing securities denominated

in another currency. A contract to sell foreign currency would limit any potential gain which might be realized if

the value of the hedged currency increases. The Portfolio may enter into these contracts to hedge against foreign

exchange risk, to increase exposure to a foreign currency or to shift exposure to foreign currency fluctuations

from one currency to another. Suitable hedging transactions may not be available in all circumstances and there

can be no assurance that the Portfolio will engage in such transactions at any given time or from time to time.

Also, such transactions may not be successful and may eliminate any chance for the Portfolio to benefit from

favorable fluctuations in relevant foreign currencies. The Portfolio may use one currency (or a basket of

currencies) to hedge against adverse changes in the value of another currency (or a basket of currencies) when

exchange rates between the two currencies are positively correlated. The Portfolio will segregate or “earmark”

assets determined to be liquid by PIMCO to cover its obligations under forward foreign currency exchange

contracts entered into for non-hedging purposes.

The Portfolio may enter into repurchase agreements, in which the Portfolio purchases a security from a bank or

broker-dealer and agrees to repurchase the security at the Portfolio’s cost plus interest within a specified time. If

the party agreeing to repurchase should default, the Portfolio will seek to sell the securities which it holds. This

could involve procedural costs or delays in addition to a loss on the securities if their value should fall below

their repurchase price. Repurchase agreements maturing in more than seven days are considered illiquid

securities.

The Portfolio may enter into reverse repurchase agreements and dollar rolls, subject to the Portfolio’s limitations

on borrowings. A reverse repurchase agreement or dollar roll involves the sale of a security by the Portfolio and

its agreement to repurchase the instrument at a specified time and price, and may be considered a form of

borrowing for some purposes. The Portfolio will segregate or “earmark” assets determined to be liquid by PIMCO

to cover its obligations under reverse repurchase agreements, dollar rolls, and other borrowings. Reverse

repurchase agreements, dollar rolls and other forms of borrowings may create leveraging risk for the Portfolio.

The Portfolio may borrow money to the extent permitted under the 1940 Act. This means that, in general,

the Portfolio may borrow money from banks for any purpose on a secured basis in an amount up to 1⁄3 of the

Portfolio’s total assets. The Portfolio may also borrow money for temporary administrative purposes on an

unsecured basis in an amount not to exceed 5% of the Portfolio’s total assets.

The Portfolio may, but is not required to, use derivative instruments for risk management purposes or as part of

its investment strategies. Generally, derivatives are financial contracts whose value depends upon, or is derived

from, the value of an underlying asset, reference rate or index, and may relate to stocks, bonds, interest rates,

currencies or currency exchange rates, commodities, and related indexes. Examples of derivative instruments

include options contracts, futures contracts, options on futures contracts and swap agreements (including, but

not limited to, credit default swaps). The Portfolio may invest all of its assets in derivative instruments, subject

to the Portfolio’s objective and policies. A portfolio manager may decide not to employ any of these strategies

and there is no assurance that any derivatives strategy used by the Portfolio will succeed. A description of these
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and other derivative instruments that the Portfolio may use are described under “Investment Objectives and

Policies” in the Statement of Additional Information.

The Portfolio’s use of derivative instruments involves risks different from, or greater than, the risks associated

with investing directly in securities and other more traditional investments. A description of various risks

associated with particular derivative instruments is included in “Investment Objectives and Policies” in the

Statement of Additional Information. The following provides a more general discussion of important risk factors

relating to all derivative instruments that may be used by the Portfolio.

Management Risk. Derivative products are highly specialized instruments that require investment techniques

and risk analyses different from those associated with stocks and bonds. The use of a derivative requires an

understanding not only of the underlying instrument but also of the derivative itself, without the benefit of

observing the performance of the derivative under all possible market conditions.

Credit Risk. The use of a derivative instrument involves the risk that a loss may be sustained as a result of the

failure of another party to the contract (usually referred to as a “counterparty”) to make required payments or

otherwise comply with the contract’s terms. Additionally, credit default swaps could result in losses if a Portfolio

does not correctly evaluate the creditworthiness of the company on which the credit default swap is based.

Liquidity Risk. Liquidity risk exists when a particular derivative instrument is difficult to purchase or sell. If a

derivative transaction is particularly large or if the relevant market is illiquid (as is the case with many privately

negotiated derivatives), it may not be possible to initiate a transaction or liquidate a position at an advantageous

time or price.

Leverage Risk. Because many derivatives have a leverage component, adverse changes in the value or level of

the underlying asset, reference rate or index can result in a loss substantially greater than the amount invested in

the derivative itself. Certain derivatives have the potential for unlimited loss, regardless of the size of the initial

investment. When the Portfolio uses derivatives for leverage, investments in the Portfolio will tend to be more

volatile, resulting in larger gains or losses in response to market changes. To limit leverage risk, the Portfolio will

segregate, or “earmark” on its records, assets determined to be liquid by PIMCO in accordance with procedures

established by the Board of Trustees (or, as permitted by applicable regulation, enter into certain offsetting

positions) to cover its obligations under derivative instruments.

Lack of Availability. Because the markets for certain derivative instruments (including markets located in

foreign countries) are relatively new and still developing, suitable derivatives transactions may not be available

in all circumstances for risk management or other purposes. There is no assurance that the Portfolio will engage

in derivatives transactions at any time or from time to time. The Portfolio’s ability to use derivatives may also be

limited by certain regulatory and tax considerations.

Market and Other Risks. Like most other investments, derivative instruments are subject to the risk that the

market value of the instrument will change in a way detrimental to the Portfolio’s interest. If a portfolio manager

incorrectly forecasts the values of securities, currencies or interest rates or other economic factors in using

derivatives for the Portfolio, the Portfolio might have been in a better position if it had not entered into the

transaction at all. While some strategies involving derivative instruments can reduce the risk of loss, they can

also reduce the opportunity for gain or even result in losses by offsetting favorable price movements in other

Portfolio investments. The Portfolio may also have to buy or sell a security at a disadvantageous time or price

because the Portfolio is legally required to maintain offsetting positions or asset coverage in connection with

certain derivatives transactions.

Other risks in using derivatives include the risk of mispricing or improper valuation of derivatives and the

inability of derivatives to correlate perfectly with underlying assets, rates and indexes. Many derivatives, in

particular privately negotiated derivatives, are complex and often valued subjectively. Improper valuations can
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result in increased cash payment requirements to counterparties or a loss of value to the Portfolio. Also, the

value of derivatives may not correlate perfectly, or at all, with the value of the assets, reference rates or indexes

they are designed to closely track. In addition, the Portfolio’s use of derivatives may cause the Portfolio to realize

higher amounts of short-term capital gains (generally taxed at ordinary income tax rates) than if the Portfolio

had not used such instruments.

The Portfolio may also enter into, or acquire participations in, delayed funding loans and revolving credit

facilities, in which a lender agrees to make loans up to a maximum amount upon demand by the borrower during

a specified term. These commitments may have the effect of requiring the Portfolio to increase its investment in

a company at a time when it might not otherwise decide to do so (including at a time when the company’s

financial condition makes it unlikely that such amounts will be repaid). To the extent that the Portfolio is

committed to advance additional funds, it will segregate or “earmark” assets determined to be liquid by PIMCO

in accordance with procedures established by the Board of Trustees in an amount sufficient to meet such

commitments. Delayed funding loans and revolving credit facilities are subject to credit, interest rate and

liquidity risk and the risks of being a lender.

The Portfolio may purchase securities which it is eligible to purchase on a when-issued basis, may purchase and

sell such securities for delayed delivery and may make contracts to purchase such securities for a fixed price at a

future date beyond normal settlement time (forward commitments). When-issued transactions, delayed delivery

purchases and forward commitments involve a risk of loss if the value of the securities declines prior to the

settlement date. This risk is in addition to the risk that the Portfolio’s other assets will decline in value. Therefore,

these transactions may result in a form of leverage and increase the Portfolio’s overall investment exposure.

Typically, no income accrues on securities the Portfolio has committed to purchase prior to the time delivery of

the securities is made, although the Portfolio may earn income on securities it has segregated or “earmarked” to

cover these positions.

The Portfolio may invest up to 10% of its total assets in securities of other investment companies, such as open-

end or closed-end management investment companies, or in pooled accounts or other investment vehicles

which invest in foreign markets. As a shareholder of any investment company, the Portfolio may indirectly bear

service and other fees which are in addition to the fees the Portfolio pays its service providers.

Subject to the restrictions and limitations of the 1940 Act, the Portfolio may, in the future, elect to pursue its

investment objective by investing in one or more underlying investment vehicles or companies that have

substantially similar investment objectives, policies and limitations as the Portfolio. The Portfolio may also

invest in exchange traded funds, subject to the restrictions and limitations of the 1940 Act.

The Portfolio may make short sales as part of its overall portfolio management strategies or to offset a potential

decline in value of a security. A short sale involves the sale of a security that is borrowed from a broker or other

institution to complete the sale. Short sales expose the Portfolio to the risk that it will be required to acquire,

convert or exchange securities to replace the borrowed securities (also known as “covering” the short position) at a

time when the securities sold short have appreciated in value, thus resulting in a loss to the Portfolio. If the

Portfolio makes a short sale it must segregate or “earmark” assets determined to be liquid by PIMCO in accordance

with procedures established by the Board of Trustees or otherwise cover its position in a permissible manner.

The Portfolio may invest up to 15% of its net assets in illiquid securities. Certain illiquid securities may require

pricing at fair value as determined in good faith under the supervision of the Board of Trustees. A portfolio

manager may be subject to significant delays in disposing of illiquid securities, and transactions in illiquid

securities may entail registration expenses and other transaction costs that are higher than those for transactions

in liquid securities. The term “illiquid securities” for this purpose means securities that cannot be disposed of
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within seven days in the ordinary course of business at approximately the amount at which the Portfolio has

valued the securities. Restricted securities, i.e., securities subject to legal or contractual restrictions on resale,

may be illiquid. However, some restricted securities (such as securities issued pursuant to Rule 144A under the

Securities Act of 1933 and certain commercial paper) may be treated as liquid, although they may be less liquid

than registered securities traded on established secondary markets.

For the purpose of achieving income, the Portfolio may lend its portfolio securities to brokers, dealers, and other

financial institutions provided a number of conditions are satisfied, including that the loan is fully collateralized.

Please see “Investment Objectives and Policies” in the Statement of Additional Information for details. When

the Portfolio lends portfolio securities, its investment performance will continue to reflect changes in the value

of the securities loaned, and the Portfolio will also receive a fee or interest on the collateral. Securities lending

involves the risk of loss of rights in the collateral or delay in recovery of the collateral if the borrower fails to

return the security loaned or becomes insolvent. The Portfolio may pay lending fees to a party arranging the

loan.

The length of time the Portfolio has held a particular security is not generally a consideration in investment

decisions. A change in the securities held by the Portfolio is known as “portfolio turnover.” The Portfolio may

engage in frequent and active trading of portfolio securities to achieve its investment objective, particularly

during periods of volatile market movements. High portfolio turnover (e.g., over 100%) involves

correspondingly greater expenses to the Portfolio, including brokerage commissions or dealer mark-ups and other

transaction costs on the sale of securities and reinvestments in other securities. The trading costs associated with

portfolio turnover may adversely effect the Portfolio’s performance.

For temporary or defensive purposes, the Portfolio may invest without limit in U.S. debt securities, including

taxable securities and short-term money market securities, when PIMCO deems it appropriate to do so. When

the Portfolio engages in such strategies, it may not achieve its investment objective.

The investment objective of the Portfolio is fundamental and may not be changed without shareholder approval.

Unless otherwise stated, all other investment policies of the Portfolio may be changed by the Board of Trustees

without shareholder approval.

Unless otherwise stated, all percentage limitations on Portfolio investments listed in this prospectus will apply at

the time of investment. The Portfolio would not violate these limitations unless an excess or deficiency occurs or

exists immediately after and as a result of an investment.

Rating agencies are private services that provide ratings of the credit quality of fixed income securities, including

convertible securities. Appendix A to this prospectus describes the various ratings assigned to fixed income

securities by Moody’s and S&P. Ratings assigned by a rating agency are not absolute standards of credit quality

and do not evaluate market risks. Rating agencies may fail to make timely changes in credit ratings and an

issuer’s current financial condition may be better or worse than a rating indicates. The Portfolio will not

necessarily sell a security when its rating is reduced below its rating at the time of purchase. PIMCO does not

rely solely on credit ratings, and develops its own analysis of issuer credit quality.

The Portfolio may purchase unrated securities (which are not rated by a rating agency) if its portfolio manager

determines that the security is of comparable quality to a rated security that the Portfolio may purchase. Unrated

securities may be less liquid than comparable rated securities and involve the risk that the portfolio manager may

not accurately evaluate the security’s comparative credit rating. Analysis of the creditworthiness of issuers of

high yield securities may be more complex than for issuers of higher-quality fixed income securities. To the
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extent that the Portfolio invests in high yield and/or unrated securities, the Portfolio’s success in achieving its

investment objective may depend more heavily on the portfolio manager’s creditworthiness analysis than if the

Portfolio invested exclusively in higher-quality and rated securities.

The Portfolio may invest in other types of securities and use a variety of investment techniques and strategies

which are not described in this prospectus. These securities and techniques may subject the Portfolio to

additional risks. Please see the Statement of Additional Information for additional information about the

securities and investment techniques described in this prospectus and about additional securities and techniques

that may be used by the Portfolio.

Prospectus 26



Financial Highlights
The financial highlights table is intended to help a shareholder understand the Portfolio’s financial performance for
the period of operations. Certain information reflects financial results for a single Portfolio share. The total returns
in the table represent the rate that an investor would have earned or lost on an investment in the Administrative
Class shares of the Portfolio (assuming reinvestment of all dividends and distributions). The performance does not
reflect Variable Contract fees and expenses. This information has been audited by PricewaterhouseCoopers LLP,
the Portfolio’s independent registered public accounting firm. Their report, along with full financial statements,
appears in the Trust’s Annual Report, which is available upon request.

Year or
Period
Ended

Net Asset
Value

Beginning
of Period

Net
Investment
Income*(a)

Net Realized
and Unrealized
Gain (Loss) on
Investments*(a)

Total Income
(Loss) from
Investment
Operations

Dividends
from Net

Investment
Income

Distributions
from Net
Realized

Capital Gains

Foreign Bond (U.S. Dollar-Hedged)
Administrative Class

12/31/2004 $10.03 $0.23 $ 0.33 $ 0.56 $(0.21) $(0.23)
12/31/2003 10.07 0.26 (0.03) 0.23 (0.27) 0.00
12/31/2002 9.69 0.36 0.42 0.78 (0.36) (0.04)
12/31/2001 9.40 0.42 0.28 0.70 (0.41) 0.00
12/31/2000 9.42 0.51 0.25 0.76 (0.52) (0.26)

* As a result of a FASB Emerging Issues Task Force (“EITF”) consensus, No. 03-11, and related SEC staff guidance, the Portfolio has reclassified periodic payments made or received under
swap agreements, which were previously included within miscellaneous income, to a component of realized gain (loss) in the Statement of Operations, which appears in the Trust’s
Annual Report. There was no effect on the Portfolio’s net asset value, either in total or per share, or its total increase (decrease) in net assets from operations during the period.
Reclassification from net investment income to net realized gain/loss and the net change in unrealized gain/loss were presented on a net share basis in the financial highlights.

(a) Per share amounts based on average number of shares outstanding during the period.
(b) Ratio of net expenses to average net assets excluding interest expense is 0.90%.
(c) If the investment manager had not reimbursed expenses, the ratio of operating expenses to average net assets would have been 0.94% for the period ended December 31, 2002.
(d) If the investment manager had not reimbursed expenses, the ratio of operating expenses to average net assets would have been 0.91% for the period ended December 31, 2001.
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Total
Distributions

Net Asset
Value
End

of Period
Total

Return

Net Assets
End

of Period
(000’s)

Ratio of
Expenses to

Average
Net Assets

Ratio of Net
Investment
Income to
Average

Net Assets*

Portfolio
Turnover

Rate

$(0.44) $10.15 5.56 % $38,141 0.90% 2.26% 515%
(0.27) 10.03 2.26 % 32,355 0.93% (b) 2.53% 600%
(0.40) 10.07 8.19 % 16,776 0.93% (b)(c) 3.67% 321%
(0.41) 9.69 7.59 % 4,856 0.90% (d) 4.43% 285%
(0.78) 9.40 8.36 % 924 0.90% 5.41% 306%
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Appendix A
Description of Securities Ratings
The Portfolio’s investments may range in quality from securities rated in the lowest category in which the

Portfolio is permitted to invest to securities rated in the highest category (as rated by Moody’s or S&P or, if

unrated, determined by PIMCO to be of comparable quality). The percentage of the Portfolio’s assets invested in

securities in a particular rating category will vary. Following is a description of Moody’s and S&P’s ratings

applicable to fixed income securities.

High Quality Debt Securities are those rated in one of the two lightest rating categories (the highest category

for commercial pages) or, if unrated, deemed comparable by PIMCO.

Investment Grade Debt Securities are those rated in one of the four highest rating categories, or if unrated

deemed comparable by PIMCO.

Below Investment Grade High Yield Securities (“Junk Bonds”) are those rated lower than Baa by Moody’s or BBB

by S&P and comparable securities. They are deemed predominantly speculative with respect to the issuer’s

ability to repay principal and interest.

Following is a description of Moody’s and S&P’s rating categories applicable to fixed income securities.

Moody’s Long-Term Ratings: Bonds and Preferred Stock

Aaa: Bonds which are rated Aaa are judged to be of the best quality. They carry the smallest degree of

investment risk and are generally referred to as “gilt edge.” Interest payments are protected by a large or by an

exceptionally stable margin and principal is secure. While the various protective elements are likely to change,

such changes as can be visualized are most unlikely to impair the fundamentally strong position of such issues.

Aa: Bonds which are rated Aa are judged to be of high quality by all standards. Together with the Aaa group

they comprise what are generally known as high-grade bonds. They are rated lower than the best bonds because

margins of protection may not be as large as in Aaa securities or fluctuation of protective elements may be of

greater amplitude or there may be other elements present that make the long-term risks appear somewhat larger

than with Aaa securities.

A: Bonds which are rated A possess many favorable investment attributes and are to be considered as upper-

medium-grade obligations. Factors giving security to principal and interest are considered adequate but elements

may be present that suggest a susceptibility to impairment sometime in the future.

Baa: Bonds which are rated Baa are considered as medium-grade obligations (i.e., they are neither highly

protected nor poorly secured). Interest payments and principal security appear adequate for the present but

certain protective elements may be lacking or may be characteristically unreliable over any great length of time.

Such bonds lack outstanding investment characteristics and in fact have speculative characteristics as well.

Ba: Bonds which are rated Ba are judged to have speculative elements; their future cannot be considered as

well-assured. Often the protection of interest and principal payments may be very moderate and thereby not well

safeguarded during both good and bad times over the future. Uncertainty of position characterizes bonds in this

class.

B: Bonds which are rated B generally lack characteristics of a desirable investment. Assurance of interest and

principal payments or of maintenance of other terms of the contract over any long period of time may be small.
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Caa: Bonds which are rated Caa are of poor standing. Such issues may be in default or there may be present

elements of danger with respect to principal or interest.

Ca: Bonds which are rated Ca represent obligations which are speculative in a high degree. Such issues are

often in default or have other marked shortcomings.

C: Bonds which are rated C are the lowest rated class of bonds and issues so rated can be regarded as having

extremely poor prospects of ever attaining any real investment standing.

Moody’s applies numerical modifiers, 1, 2, and 3 in each generic rating classified from Aa through B in its

corporate bond rating system. The modifier 1 indicates that the security ranks in the higher end of its generic

rating category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates that the issue ranks in

the lower end of its generic rating category.

Corporate Short-Term Debt Ratings
Moody’s short-term debt ratings are opinions of the ability of issuers to repay punctually senior debt obligations

which have an original maturity not exceeding one year. Obligations relying upon support mechanisms such as

letters of credit and bonds of indemnity are excluded unless explicitly rated.

Moody’s employs the following three designations, all judged to be investment grade, to indicate the relative

repayment ability of rated issuers:

PRIME-1: Issuers rated Prime-1 (or supporting institutions) have a superior ability for repayment of senior

short-term debt obligations. Prime-1 repayment ability will often be evidenced by many of the following

characteristics: leading market positions in well-established industries; high rates of return on funds employed;

conservative capitalization structure with moderate reliance on debt and ample asset protection; broad margins

in earnings coverage of fixed financial charges and high internal cash generation; and well-established access to a

range of financial markets and assured sources of alternate liquidity.

PRIME-2: Issuers rated Prime-2 (or supporting institutions) have a strong ability for repayment of senior

short-term debt obligations. This will normally be evidenced by many of the characteristics cited above but to a

lesser degree. Earnings trends and coverage ratios, while sound, may be more subject to variation. Capitalization

characteristics, while still appropriate, may be more affected by external conditions. Ample alternate liquidity is

maintained.

PRIME-3: Issuers rated Prime-3 (or supporting institutions) have an acceptable ability for repayment of senior

short-term obligations. The effect of industry characteristics and market compositions may be more pronounced.

Variability in earnings and profitability may result in changes in the level of debt protection measurements and

may require relatively high financial leverage. Adequate alternate liquidity is maintained.

NOT PRIME: Issuers rated Not Prime do not fall within any of the Prime rating categories.

Short-Term Municipal Bond Ratings
There are three rating categories for short-term municipal bonds that define an investment grade situation,

which are listed below. In the case of variable rate demand obligations (VRDOs), a two-component rating is

assigned. The first element represents an evaluation of the degree of risk associated with scheduled principal and

interest payments, and the other represents an evaluation of the degree of risk associated with the demand

feature. The short-term rating assigned to the demand feature of VRDOs is designated as VMIG. When either

the long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or

NR/VMIG 1. MIG ratings terminate at the retirement of the obligation while VMIG rating expiration will be a

function of each issue’s specific structural or credit features.

MIG 1/VMIG 1: This designation denotes superior quality. There is present strong protection by established

cash flows, superior liquidity support or demonstrated broad-based access to the market for refinancing.
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MIG 2/VMIG 2: This designation denotes strong quality. Margins of protection are ample although not so

large as in the preceding group.

MIG 3/VMIG 3: This designation denotes acceptable quality. All security elements are accounted for but

there is lacking the undeniable strength of the preceding grades. Liquidity and cash flow protection may be

narrow and market access for refinancing is likely to be less well established.

SG: This designation denotes speculative quality. Debt instruments in this category lack margins of

protection.

Corporate and Municipal Bond Ratings
Investment Grade

AAA: Debt rated AAA has the highest rating assigned by S&P’s. Capacity to pay interest and repay principal

is extremely strong.

AA: Debt rated AA has a very strong capacity to pay interest and repay principal and differs from the highest

rated issues only in small degree.

A: Debt rated A has a strong capacity to pay interest and repay principal although it is somewhat more

susceptible to the adverse effects of changes in circumstances and economic conditions than debt in higher rated

categories.

BBB: Debt rated BBB is regarded as having an adequate capacity to pay interest and repay principal. Whereas

it normally exhibits adequate protection parameters, adverse economic conditions, or changing circumstances

are more likely to lead to a weakened capacity to pay interest and repay principal for debt in this category than

in higher-rated categories.

Speculative Grade

Debt rated BB, B, CCC, CC, and C is regarded as having predominantly speculative characteristics with respect

to capacity to pay interest and repay principal. BB indicates the least degree of speculation and C the highest.

While such debt will likely have some quality and protective characteristics, these are outweighed by large

uncertainties or major exposures to adverse conditions.

BB: Debt rated BB has less near-term vulnerability to default than other speculative issues. However, it faces

major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead

to inadequate capacity to meet timely interest and principal payments. The BB rating category also is used for

debt subordinated to senior debt that is assigned an actual or implied BBB- rating.

B: Debt rated B has a greater vulnerability to default but currently has the capacity to meet interest payments

and principal repayments. Adverse business, financial, or economic conditions will likely impair capacity or

willingness to pay interest and repay principal. The B rating category also is used for debt subordinated to senior

debt that is assigned an actual or implied BB or BB- rating.

CCC: Debt rated CCC has a currently identifiable vulnerability to default and is dependent upon favorable

business, financial, and economic conditions to meet timely payment of interest and repayment of principal. In

the event of adverse business, financial or economic conditions, it is not likely to have the capacity to pay

interest and repay principal. The CCC rating category also is used for debt subordinated to senior debt that is

assigned an actual or implied B or B- rating.

CC: The rating CC is typically applied to debt subordinated to senior debt that is assigned an actual or

implied CCC rating.

C: The rating C is typically applied to debt subordinated to senior debt that is assigned an actual or implied

CCC-debt rating. The C rating may be used to cover a situation where a bankruptcy petition has been filed, but

debt service payments are continued.
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CI: The rating CI is reserved for income bonds on which no interest is being paid.

D: Debt rated D is in payment default. The D rating category is used when interest payments or principal

payments are not made on the date due even if the applicable grace period has not expired, unless S&P believes

that such payments will be made during such grace period. The D rating will also be used upon the filing of a

bankruptcy petition if debt service payments are jeopardized.

Plus (+) or Minus (-): The ratings from AA to CCC may be modified by the addition of a plus or minus sign

to show relative standing within the major rating categories.

Provisional ratings: The letter “p” indicates that the rating is provisional. A provisional rating assumes the

successful completion of the project being financed by the debt being rated and indicates that payment of debt

service requirements is largely or entirely dependent upon the successful and timely completion of the project.

This rating, however, while addressing credit quality after completion of the project, makes no comment on the

likelihood of, or the risk of default upon failure of, such completion. The investor should exercise his own

judgment with respect to such likelihood and risk.

r: The “r” is attached to highlight derivative, hybrid, and certain other obligations that S&P believes may

experience high volatility or high variability in expected returns due to non-credit risks. Examples of such

obligations are: securities whose principal or interest return is indexed to equities, commodities, or currencies;

certain swaps and options; and interest only and principal only mortgage securities.

The absence of an “r” symbol should not be taken as an indication that an obligation will exhibit no volatility

or variability in total return.

N.R.: Not rated.

Debt obligations of issuers outside the United States and its territories are rated on the same basis as domestic

corporate and municipal issues. The ratings measure the creditworthiness of the obligor but do not take into

account currency exchange and related uncertainties.

Commercial Paper Rating Definitions
A S&P’s commercial paper rating is a current assessment of the likelihood of timely payment of debt having an

original maturity of no more than 365 days. Ratings are graded into several categories, ranging from A for the

highest quality obligations to D for the lowest. These categories are as follows:

A-1: This highest category indicates that the degree of safety regarding timely payment is strong. Those issues

determined to possess extremely strong safety characteristics are denoted with a plus sign (+) designation.

A-2: Capacity for timely payment on issues with this designation is satisfactory. However, the relative degree

of safety is not as high as for issues designated A-1.

A-3: Issues carrying this designation have adequate capacity for timely payment. They are, however, more

vulnerable to the adverse effects of changes in circumstances than obligations carrying the higher designations.

B: Issues rated B are regarded as having only speculative capacity for timely payment.

C: This rating is assigned to short-term debt obligations with a doubtful capacity for payment.

D: Debt rated D is in payment default. The D rating category is used when interest payments or principal

payments are not made on the date due, even if the applicable grace period has not expired, unless S&P believes

that such payments will be made during such grace period.

A commercial paper rating is not a recommendation to purchase, sell or hold a security inasmuch as it does not

comment as to market price or suitability for a particular investor. The ratings are based on current information

furnished to S&P’s by the issuer or obtained from other sources it considers reliable. S&P’s does not perform an

audit in connection with any rating and may, on occasion, rely on unaudited financial information. The ratings

may be changed, suspended, or withdrawn as a result of changes in or unavailability of such information.
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The Trust’s Statement of

Additional Information (“SAI”)

and annual and semi-annual reports

to shareholders include additional

information about the Portfolio.

The SAI and the financial

statements included in the

Portfolio’s most recent annual

report to shareholders are incor-

porated by reference into this

prospectus, which means they are

part of this prospectus for legal

purposes. The Portfolio’s annual

report discusses the market condi-

tions and investment strategies

that significantly affected the

Portfolio’s performance during its

last fiscal year.

You may get free copies of any of

these materials, request other

information about thePortfolio, or

make shareholder inquiries by

calling the Trust at 1-800-927-4648

or by writing to:

PIMCO Variable Insurance Trust

840 Newport Center Drive

Newport Beach, CA 92660

You may review and copy informa-

tion about the Trust, including its

SAI, at the Securities and

Exchange Commission’s public

reference room in Washington,

D.C. You may call the Commission

at 1-202-942-8090 for information

about the operation of the public

reference room. You may also

access reports and other informa-

tion about the Trust on the

Commission’s Web site at

www.sec.gov. You may get copies

of this information, with payment

of a duplication fee, by writing the

Public Reference Section of the

Commission, Washington, D.C.

20549-0102, or by e-mailing your

request to publicinfo@sec.gov.

Reference the Trust’s Investment

Company Act file number in your

correspondence.

Investment Company Act file number: 811-8399
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PIMCO Variable
Insurance Trust

May 1, 2005

Administrative
Class Shares

Prospectus

This prospectus describes the Low Duration Portfolio (the “Portfolio”), offered by the PIMCO Variable

Insurance Trust (the “Trust”). The Portfolio provides access to the professional investment management services

offered by Pacific Investment Management Company LLC (“PIMCO”).

This prospectus explains what you should know about the Portfolio before you invest. Please read it carefully.

Shares of the Portfolio currently are sold to segregated asset accounts (“Separate Accounts”) of insurance

companies that fund variable annuity contracts and variable life insurance policies (“Variable Contracts”).

Assets in the Separate Account are invested in shares of the Portfolio in accordance with allocation instructions

received from owners of the Variable Contracts (“Variable Contract Owners”). Variable Contract Owners do

not deal directly with the Portfolio to purchase or redeem shares. The allocation rights of Variable Contract

Owners are described in the accompanying Separate Account prospectus. Shares of the Portfolio also may be

sold to qualified pension and retirement plans outside of the separate account context.

This prospectus should be read in conjunction with the prospectus of the Separate Account. Both prospectuses
should be read carefully and retained for future reference.

The Securities and Exchange Commission has not approved or disapproved these securities, or determined if this
prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
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Summary Information
The table below compares certain investment characteristics of the Portfolio. Other important characteristics are described in the individual
Portfolio Summary beginning on page 5. Following the table are certain key concepts which are used throughout the prospectus.

Main Investments Duration Credit Quality(1)

Non-U.S.
Dollar
Denominated
Securities(2)

Short Duration
Bond Portfolios

Low Duration Short maturity fixed income securities 1-3 years B to Aaa;
10% below Baa

0-30%

(1) As rated by Moody’s Investors Service, Inc. (“Moody’s”), or equivalently rated by Standard & Poor’s Ratings Services (“S&P”), or if unrated, determined by PIMCO to be of comparable
quality.

(2) The Portfolio may invest beyond this limit in U.S. dollar-denominated securities.

Fixed Income
Instruments

Duration

Credit Ratings

“Fixed Income Instruments,” as used in this prospectus, includes:

• securities issued or guaranteed by the U.S. Government, its agencies or government-sponsored enterprises
(“U.S. Government Securities”);

• corporate debt securities of U.S. and non-U.S. issuers, including convertible securities and corporate
commercial paper;

• mortgage-backed and other asset-backed securities;
• inflation-indexed bonds issued both by governments and corporations;
• structured notes, including hybrid or “indexed” securities, event-linked bonds and loan participations;
• delayed funding loans and revolving credit facilities;
• bank certificates of deposit, fixed time deposits and bankers’ acceptances;
• repurchase agreements and reverse repurchase agreements;
• debt securities issued by states or local governments and their agencies, authorities and other

government-sponsored enterprises;
• obligations of non-U.S. governments or their subdivisions, agencies and government-sponsored

enterprises; and
• obligations of international agencies or supranational entities.

Securities issued by U.S. Government agencies or government-sponsored enterprises may not be guaranteed
by the U.S. Treasury.

The Portfolio may invest in derivatives based on Fixed Income Instruments.

Duration is a measure of the expected life of a fixed income security that is used to determine the sensitivity of a
security’s price to changes in interest rates. The longer a security’s duration, the more sensitive it will be to
changes in interest rates. Similarly, a portfolio with a longer average portfolio duration will be more sensitive to
changes in interest rates than a portfolio with a shorter average portfolio duration. By way of example, the price
of a bond fund with a duration of five years would be expected to fall approximately 5% if interest rates rose by
one percentage point.

In this prospectus, references are made to credit ratings of debt securities which measure an issuer’s expected
ability to pay principal and interest over time. Credit ratings are determined by rating organizations, such as
S&P or Moody’s. The following terms are generally used to describe the credit quality of debt securities
depending on the security’s credit rating or, if unrated, credit quality as determined by PIMCO:

• high quality
• investment grade
• below investment grade (“high yield securities” or “junk bonds”)

For a further description of credit ratings, see “Appendix A—Description of Securities Ratings.” As noted in
Appendix A, Moody’s and S&P may modify their ratings of securities to show relative standing within a rating
category, with the addition of numerical modifiers (1, 2 or 3) in the case of Moody’s, and with the addition of a
plus (+) or minus (-) sign in the case of S&P. The Portfolio may purchase a security, regardless of any rating
modification, provided the security is rated at or above the Portfolio’s minimum rating category. For example,
the Portfolio may purchase a security rated B1 by Moody’s, or B- by S&P, provided the Portfolio may purchase
securities rated B.
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Portfolio
Description,
Performance and
Fees

Summary Information (continued)
The following summary identifies the Portfolio’s investment objective, principal investments and strategies,
principal risks, performance information and fees and expenses. A more detailed “Summary of Principal Risks”
describing principal risks of investing in the Portfolio begins after the Portfolio Summary. Investors should be
aware that the investments made by the Portfolio and the results achieved by the Portfolio at any given time are
not expected to be the same as those made by other mutual funds for which PIMCO acts as investment adviser,
including mutual funds with names, investment objectives and policies similar to the Portfolio.

It is possible to lose money on investments in the Portfolio.

An investment in the Portfolio is not a deposit of a bank and is not guaranteed or insured by the Federal
Deposit Insurance Corporation or any other government agency.
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PIMCO Low Duration Portfolio

Principal
Investments and
Strategies

Investment Objective
Seeks maximum total return,
consistent with preservation of
capital and prudent investment
management

Portfolio Focus
Short maturity fixed income
securities

Average Portfolio Duration
1-3 years

Credit Quality
B to Aaa; maximum 10% below Baa

Dividend Frequency
Declared daily and distributed monthly

Principal Risks

Performance
Information

The Portfolio seeks to achieve its investment objective by investing under normal circumstances at least
65% of its total assets in a diversified portfolio of Fixed Income Instruments of varying maturities. The
average portfolio duration of this Portfolio normally varies within a one- to three-year time frame based
on PIMCO’s forecast for interest rates.

The Portfolio invests primarily in investment grade debt securities, but may invest up to 10% of its
total assets in high yield securities (“junk bonds”) rated B or higher by Moody’s or S&P, or, if unrated,
determined by PIMCO to be of comparable quality. The Portfolio may invest up to 30% of its total assets
in securities denominated in foreign currencies, and may invest beyond this limit in U.S. dollar-
denominated securities of foreign issuers. The Portfolio will normally hedge at least 75% of its exposure to
foreign currency to reduce the risk of loss due to fluctuations in currency exchange rates.

The Portfolio may invest all of its assets in derivative instruments, such as options, futures contracts or
swap agreements, or in mortgage- or asset-backed securities. The Portfolio may, without limitation, seek
to obtain market exposure to the securities in which it primarily invests by entering into a series of
purchase and sale contracts or by using other investment techniques (such as buy backs or dollar rolls).
The “total return” sought by the Portfolio consists of income earned on the Portfolio’s investments, plus
capital appreciation, if any, which generally arises from decreases in interest rates or improving credit
fundamentals for a particular sector or security.

Among the principal risks of investing in the Portfolio, which could adversely affect its net asset value,
yield and total return, are:

• Interest Rate Risk
• Credit Risk
• High Yield Risk
• Market Risk

• Issuer Risk
• Liquidity Risk
• Derivatives Risk
• Mortgage Risk

• Foreign Investment Risk
• Currency Risk
• Leveraging Risk
• Management Risk

Please see “Summary of Principal Risks” following the Portfolio Summary for a description of these and
other risks of investing in the Portfolio.

The top of the next page shows summary performance information for the Portfolio in a bar chart and an
Average Annual Total Returns table. The information provides some indication of the risks of investing
in the Portfolio by showing changes in its performance from year to year and by showing how the
Portfolio’s average annual returns compare with the returns of a broad-based securities market index. The
bar chart and the information to its right show performance of the Portfolio’s Administrative Class
Shares. The bar chart and the table do not reflect Variable Contract fees and expenses. If they did,
performance would have been lower. Past performance is no guarantee of future results.
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Fees and Expenses
of the Portfolio

PIMCO Low Duration Portfolio (continued)

Calendar Year Total Returns — Administrative Class

Highest and Lowest Quarter Returns
(for periods shown in the bar chart)

Highest (3rd Qtr. ’01) 4.23%

Lowest (2nd Qtr. ’04) -0.61%

Calendar Year End (through 12/31)

Average Annual Total Returns (for periods ended 12/31/04)

1 Year 5 Years

Since
Inception
(2/16/99)(2)

Administrative Class 1.85% 5.22% 4.88%
Merrill Lynch 1-3 Year Treasury Index(1) 0.91% 4.93% 4.76%

(1) The Merrill Lynch 1-3 Year Treasury Index is an unmanaged index of U.S. Treasury obligations having maturities from one to 2.99 years. It is not possible to
invest directly in the index.

(2) The Administrative Class shares commenced operations on 2/16/99. Index comparisons began on 2/28/99.

These tables describe the fees and expenses you may pay if you buy and hold Administrative Class shares
of the Portfolio. Overall fees and expenses of investing in the Portfolio are higher than shown because the
table does not reflect Variable Contract fees and expenses.

Shareholder Fees (fees paid directly from your investment)                                                                                                        None

Annual Portfolio Operating Expenses (expenses that are deducted from Portfolio assets)

Share Class
Advisory
Fees

Service
Fees

Other
Expenses(1)

Total Annual
Portfolio Operating
Expenses(2)

Administrative 0.25% 0.15% 0.25% 0.65%

(1) “Other Expenses” reflect an administrative fee of 0.25%.
(2) PIMCO has contractually agreed, for the Portfolio’s current fiscal year (12/31), to waive its administrative fee, or reimburse the Portfolio, to the extent that,

due to the payment of the Portfolio’s pro rata share of Trustees’ fees, the total portfolio operating expenses exceed 0.6549% of the Portfolio’s average net
assets. Under the Expense Limitation Agreement, which renews annually for a full fiscal year unless terminated by PIMCO upon at least 30 days’ notice
prior to fiscal year-end, PIMCO may recoup these waivers and reimbursements in future periods, not exceeding three years, provided total expenses,
including such recoupment, do not exceed the annual expense limit.

Examples. The Examples are intended to help you compare the cost of investing in Administrative Class shares of the Portfolio with the
costs of investing in other mutual funds. The Examples assume that you invest $10,000 in the noted class of shares for the time periods
indicated, and then redeem all your shares at the end of those periods. The Examples also assume that your investment has a 5% return
each year, the reinvestment of all dividends and distributions, and that the Portfolio’s operating expenses remain the same. Although your
actual costs may be higher or lower, the Examples show what your costs would be based on these assumptions.

Share Class Year 1 Year 3 Year 5 Year 10
Administrative $66 $208 $362 $810
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Interest Rate Risk

Credit Risk

High Yield Risk

Market Risk

Issuer Risk

Summary of Principal Risks

The value of your investment in the Portfolio changes with the values of the Portfolio’s investments. Many

factors can affect those values. The factors that are most likely to have a material effect on the Portfolio’s

portfolio as a whole are called “principal risks.” The principal risks of the Portfolio are identified in the Portfolio

Summary and are described in this section. The Portfolio may be subject to risks other than those described

below because the types of investments made by the Portfolio can change over time. Securities and investment

techniques mentioned in this summary that appear in bold type are described in greater detail under

“Characteristics and Risks of Securities and Investment Techniques.” That section and “Investment Objectives

and Policies” in the Statement of Additional Information also include more information about the Portfolio, its

investments and the related risks. There is no guarantee that the Portfolio will be able to achieve its investment

objective. It is possible to lose money by investing in the Portfolio.

As nominal interest rates rise, the value of fixed income securities held by the Portfolio is likely to decrease.

Securities with longer durations tend to be more sensitive to changes in interest rates, usually making them

more volatile than securities with shorter durations. A nominal interest rate can be described as the sum of a

real interest rate and an expected inflation rate. Inflation-indexed securities, including Treasury Inflation-

Protected Securities (“TIPS”), decline in value when real interest rates rise. In certain interest rate

environments, such as when real interest rates are rising faster than nominal interest rates, inflation-indexed

securities may experience greater losses than other fixed income securities with similar durations.

The Portfolio could lose money if the issuer or guarantor of a fixed income security, or the counterparty to a

derivatives contract, repurchase agreement or a loan of portfolio securities, is unable or unwilling to make

timely principal and/or interest payments, or to otherwise honor its obligations. Securities are subject to varying

degrees of credit risk, which are often reflected in credit ratings. Municipal bonds are subject to the risk that

litigation, legislation or other political events, local business or economic conditions, or the bankruptcy of the

issuer could have a significant effect on an issuer’s ability to make payments of principal and/or interest.

The Portfolio may invest in high yield securities and unrated securities of similar credit quality (commonly

known as “junk bonds”) and may be subject to greater levels of interest rate, credit and liquidity risk than

portfolios that do not invest in such securities. High yield securities are considered predominately speculative

with respect to the issuer’s continuing ability to make principal and interest payments. An economic downturn

or period of rising interest rates could adversely affect the market for high yield securities and reduce the

Portfolio’s ability to sell its high yield securities (liquidity risk). If the issuer of a security is in default with

respect to interest or principal payments, the Portfolio may lose its entire investment.

The market price of securities owned by the Portfolio may go up or down, sometimes rapidly or unpredictably.

Securities may decline in value due to factors affecting securities markets generally or particular industries

represented in the securities markets. The value of a security may decline due to general market conditions that

are not specifically related to a particular company, such as real or perceived adverse economic conditions,

changes in the general outlook for corporate earnings, changes in interest or currency rates or adverse investor

sentiment generally. The value of a security may also decline due to factors that affect a particular industry or

industries, such as labor shortages or increased production costs and competitive conditions within an industry.

During a general downturn in the securities markets, multiple asset classes may decline in value simultaneously.

Equity securities generally have greater price volatility than fixed income securities.

The value of a security may decline for a number of reasons that directly relate to the issuer, such as

management performance, financial leverage and reduced demand for the issuer’s goods or services.
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Liquidity Risk

Derivatives Risk

Mortgage Risk

Foreign (Non-U.S.)
Investment Risk

Currency Risk

Liquidity risk exists when particular investments are difficult to purchase or sell. The Portfolio’s investments in

illiquid securities may reduce the returns of the Portfolio because it may be unable to sell the illiquid securities

at an advantageous time or price. Portfolios with principal investment strategies that involve foreign securities,

derivatives or securities with substantial market and/or credit risk tend to have the greatest exposure to liquidity

risk.

Derivatives are financial contracts whose value depends on, or is derived from, the value of an underlying asset,

reference rate or index. The various derivative instruments that the Portfolio may use are referenced under

“Characteristics and Risks of Securities and Investment Techniques—Derivatives” in this prospectus and

described in more detail under “Investment Objectives and Policies” in the Statement of Additional

Information. The Portfolio typically uses derivatives as a substitute for taking a position in the underlying asset

and/or part of a strategy designed to reduce exposure to other risks, such as interest rate or currency risk. The

Portfolio may also use derivatives for leverage, in which case their use would involve leveraging risk. The

Portfolio’s use of derivative instruments involves risks different from, or possibly greater than, the risks associated

with investing directly in securities and other traditional investments. Derivatives are subject to a number of

risks described elsewhere in this section, such as liquidity risk, interest rate risk, market risk, credit risk and

management risk. They also involve the risk of mispricing or improper valuation and the risk that changes in the

value of the derivative may not correlate perfectly with the underlying asset, rate or index. The Portfolio’s

investment in a derivative instrument could lose more than the principal amount invested. Also, suitable

derivative transactions may not be available in all circumstances and there can be no assurance that the

Portfolio will engage in these transactions to reduce exposure to other risks when that would be beneficial.

When the Portfolio purchases mortgage-related securities it is subject to certain additional risks. Rising interest

rates tend to extend the duration of mortgage-related securities, making them more sensitive to changes in

interest rates. As a result, in a period of rising interest rates, if the Portfolio that holds mortgage-related

securities, it may exhibit additional volatility. This is known as extension risk. In addition, mortgage-related

securities are subject to prepayment risk. When interest rates decline, borrowers may pay off their mortgages

sooner than expected. This can reduce the returns of the Portfolio because the Portfolio will have to reinvest

that money at the lower prevailing interest rates. This is known as contraction risk.

The Portfolio may invest in foreign securities and may experience more rapid and extreme changes in value

than a portfolio that invests exclusively in securities of U.S. companies. The securities markets of many foreign

countries are relatively small, with a limited number of companies representing a small number of industries.

Additionally, issuers of foreign securities are usually not subject to the same degree of regulation as U.S. issuers.

Reporting, accounting and auditing standards of foreign countries differ, in some cases significantly, from U.S.

standards. Also, nationalization, expropriation or confiscatory taxation, currency blockage, political changes or

diplomatic developments could adversely affect the Portfolio’s investments in a foreign country. In the event of

nationalization, expropriation or other confiscation, the Portfolio could lose its entire investment in foreign

securities. Adverse conditions in a certain region can adversely affect securities of other countries whose

economies appear to be unrelated. To the extent that the Portfolio invests a significant portion of its assets in a

concentrated geographic area like Eastern Europe or Asia, the Portfolio will generally have more exposure to

regional economic risks associated with foreign investments.

If the Portfolio invests directly in foreign currencies or in securities that trade in, and receive revenues in,
foreign (non-U.S.) currencies, it will be subject to the risk that those currencies will decline in value relative to
the U.S. dollar, or, in the case of hedging positions, that the U.S. dollar will decline in value relative to the
currency being hedged.

Currency rates in foreign countries may fluctuate significantly over short periods of time for a number of
reasons, including changes in interest rates, intervention (or the failure to intervene) by U.S. or foreign
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Leveraging Risk

Management Risk

Portfolio Holdings
Disclosure Policy

Investment
Adviser and
Administrator

Advisory Fees

Administrative
Fee

governments, central banks or supranational entities such as the International Monetary Fund, or by the
imposition of currency controls or other political developments in the U.S. or abroad. As a result, the Portfolio’s
investments in foreign currency-denominated securities may reduce the returns of the Portfolio.

Certain transactions may give rise to a form of leverage. Such transactions may include, among others, reverse
repurchase agreements, loans of portfolios securities, and the use of when-issued, delayed delivery or forward
commitment transactions. The use of derivatives may also create leveraging risk. To mitigate leveraging risk,

PIMCO will segregate or “earmark” liquid assets or otherwise cover the transactions that may give rise to such

risk. The use of leverage may cause the Portfolio to liquidate portfolio positions when it may not be

advantageous to do so to satisfy its obligations or to meet segregation requirements. Leverage, including

borrowing, may cause the Portfolio to be more volatile than if the Portfolio had not been leveraged. This is

because leverage tends to exaggerate the effect of any increase or decrease in the value of the Portfolio’s portfolio

securities.

The Portfolio is subject to management risk because it is an actively managed investment portfolio. PIMCO and

each individual portfolio manager will apply investment techniques and risk analyses in making investment

decisions for the Portfolio, but there can be no guarantee that these will produce the desired results.

A description of the Portfolio’s policies and procedures with respect to the disclosure of the Portfolio’s securities

holdings is available in the Statement of Additional Information.

Management of the Portfolio
PIMCO serves as investment adviser and the administrator (serving in its capacity as administrator, the
“Administrator”) for the Portfolio. Subject to the supervision of the Board of Trustees, PIMCO is responsible for
managing the investment activities of the Portfolio and the Portfolio’s business affairs and other administrative
matters.

PIMCO’s address is 840 Newport Center Drive, Newport Beach, California 92660. Organized in 1971, PIMCO
provides investment management and advisory services to private accounts of institutional and individual clients
and to mutual funds. As of March 31, 2005, PIMCO had approximately $464 billion in assets under management.

The Portfolio pays PIMCO fees in return for providing investment advisory services. For the fiscal year ended

December 31, 2004, the Portfolio paid monthly advisory fees to PIMCO at the annual rate (stated as a

percentage of the average daily net assets of the Portfolio) of 0.25%.

The Portfolio pays for the administrative services it requires under a fee structure which is essentially fixed.

Shareholders of the Portfolio pay an administrative fee to PIMCO, computed as a percentage of the Portfolio’s

assets attributable in the aggregate to the Administrative Class shares. PIMCO, in turn, provides or procures

administrative services for shareholders and also bears the costs of various third-party services required by the

Portfolios, including audit, custodial, portfolio accounting, legal, transfer agency and printing costs.

For the fiscal year ended December 31, 2004, the Portfolio paid PIMCO monthly administrative fees at the

annual rate of 0.25%.

PIMCO uses its own assets and resources, including its profits from advisory or administrative fees paid by the

Portfolio, to pay insurance companies for services rendered to current and prospective owners of Variable

Contracts, including the provision of support services such as providing information about the Trust and the

Portfolio, the delivery of Trust documents, and other services. In addition, PIMCO may pay certain expenses,

such as printing and mailing charges, incurred by such insurance companies in connection with their services.

Any such payments are made by PIMCO, and not by the Trust, and PIMCO does not receive any separate fees

for such expenses.
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Portfolio Manager

Distributor

Regulatory and
Litigation Matters

The services fees described in the preceding paragraph generally will not exceed 0.25% of the total assets of

the Portfolio held by the insurance company, on an annual basis. Although these payments are not intended to

compensate the insurance companies for marketing the Portfolio, they may provide an additional incentive to

insurance companies to actively promote the Portfolio and, depending on the arrangements an insurance

company may have in place with other mutual funds or their sponsors at any particular time, an insurance

company may have a financial incentive to promote a particular Portfolio (or share class of a Portfolio) over

other mutual fund options (or other Portfolios or share classes of the Portfolio) available under a particular

Variable Contract. The Statement of Additional Information contains further details about the payments made

by PIMCO to insurance companies. In addition, you can ask the insurance company that sponsors the Variable

Contract in which you invest for information about any payments it receives from PIMCO and any services

provided for such payments.

PIMCO has contractually agreed, for the Portfolio’s current fiscal year, to reduce total annual portfolio

operating expenses for the Administrative Class shares to the extent that they would exceed, due to the payment

of organizational expenses and Trustees’ fees, the sum of the Portfolio’s advisory fee, service fees and

administrative fee, plus 0.49 basis points. PIMCO currently recoups these waivers and reimbursements for a

period not exceeding three years, provided that total expenses, including such recoupment, do not exceed the

annual expense limit.

The table below provides information about the individual portfolio manager responsible for management of the

Portfolio, including his occupation for the past five years.

Portfolio Portfolio Manager Since Recent Professional Experience
Low Duration William H. Gross 2/99* Managing Director, Chief Investment Officer and a founding partner of PIMCO.

* Since inception of the Portfolio.

Please see the Statement of Additional Information for additional information about other accounts managed

by the portfolio manager, the portfolio manager’s compensation and the portfolio manager’s ownership of shares

of the Portfolio.

The Trust’s Distributor is Allianz Global Investors Distributors LLC (“AGID” or “Distributor”), an indirect

subsidiary of Allianz Global Investors of America L.P. (“AGI”). The Distributor, located at 2187 Atlantic Street,

Stamford CT 06902, is a broker-dealer registered with the Securities and Exchange Commission (“SEC”).

On June 1, 2004, the Attorney General of the State of New Jersey announced that it had dismissed PIMCO from

a complaint filed by the New Jersey Attorney General on February 17, 2004, and that it had entered into a

settlement agreement (the “New Jersey Settlement”) with PIMCO’s parent company, AGI (formerly known as

Allianz Dresdner Asset Management of America L.P.), PEA Capital LLC (an entity affiliated with PIMCO

through common ownership) (“PEA”) and AGID, in connection with the same matter. In the New Jersey

Settlement, AGI, PEA and AGID neither admitted nor denied the allegations or conclusions of law, but did agree

to pay New Jersey a civil fine of $15 million and $3 million for investigative costs and further potential

enforcement initiatives against unrelated parties. They also undertook to implement certain governance changes.

The complaint relating to the New Jersey Settlement alleged, among other things, that AGI, PEA and AGID had

failed to disclose that they improperly allowed certain hedge funds to engage in “market timing” in certain funds.

The complaint sought injunctive relief, civil monetary penalties, restitution and disgorgement of profits.

Since February 2004, PIMCO, Allianz Global Investors, PEA, AGID, and certain of their affiliates, PIMCO

Funds (formerly, PIMCO Funds: Pacific Investment Management Series), Allianz Funds (formerly, PIMCO

Funds: Multi-Manager Series), and the Trustees of the Trust (in their capacity as Trustees of the PIMCO or

Allianz Funds), have been named as defendants in 14 lawsuits filed in U.S. District Court in the Southern
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District of New York, the Central District of California and the Districts of New Jersey and Connecticut. Ten of

those lawsuits concern “market timing,” and they have been transferred to and consolidated for pre-trial

proceedings in the U.S. District Court for the District of Maryland; four of those lawsuits concern “revenue

sharing” and have been consolidated into a single action in the U.S. District Court for the District of

Connecticut. The lawsuits have been commenced as putative class actions on behalf of investors who purchased,

held or redeemed shares of the various series of the PIMCO Funds and the Allianz Funds during specified

periods, or as derivative actions on behalf of the PIMCO and Allianz Funds.

The market timing actions in the District of Maryland generally allege that certain hedge funds were allowed

to engage in “market timing” in certain of the Allianz and PIMCO Funds and this alleged activity was not

disclosed. Pursuant to tolling agreements entered into with the derivative and class action plaintiffs, PIMCO,

the PIMCO Funds’ trustees, and certain employees of PIMCO who were previously named as defendants have all

been dropped as defendants in the market timing actions; the plaintiffs continue to assert claims on behalf of the

shareholders of the PIMCO Funds or on behalf of the PIMCO Funds themselves against other defendants. The

revenue sharing action in the District of Connecticut generally alleges that fund assets were inappropriately used

to pay brokers to promote the Allianz and PIMCO Funds, including directing fund brokerage transactions to

such brokers, and that such alleged arrangements were not fully disclosed to shareholders. The market timing

and revenue sharing lawsuits seek, among other things, unspecified compensatory damages plus interest and, in

some cases, punitive damages, the rescission of investment advisory contracts, the return of fees paid under those

contracts and restitution.

The Trust has learned that, on April 11, 2005, the Attorney General of the State of West Virginia filed a

complaint in the Circuit Court of Marshall County, West Virginia (the “West Virginia Complaint”) against

Allianz Global Investors Fund Management LLC (formerly PA Fund Management LLC), PEA and AGID

alleging, among other things, that they improperly allowed broker-dealers, hedge funds and investment advisers

to engage in frequent trading of various open-end funds advised or distributed by Allianz Global Investors Fund

Management LLC and certain of its affiliates in violation of the funds’ stated restrictions on “market timing.” As

of the date of this prospectus, the West Virginia Complaint has not been formally served upon Allianz Global

Investors Fund Management, PEA or AGID. The West Virginia Complaint also names numerous other

defendants unaffiliated with Allianz Global Investors Fund Management in separate claims alleging improper

market timing and/or late trading of open-end investment companies advised or distributed by such other

defendants. The West Virginia Complaint seeks injunctive relief, civil monetary penalties, investigative costs

and attorney’s fees.

Under Section 9(a) of the Investment Company Act of 1940, as amended (“1940 Act”), if the New Jersey

Settlement or any of the lawsuits described above were to result in a court injunction against AGI, PEA, AGID

and/or their affiliates, PIMCO could, in the absence of exemptive relief granted by the SEC, be barred from

serving as an investment adviser, and AGID could be barred from serving as principal underwriter, to any

registered investment company, including the Portfolios of the Trust. In connection with an inquiry from the

SEC concerning the status of the New Jersey Settlement under Section 9(a), PEA, AGID, AGI and certain of

their affiliates (including PIMCO) (together, the “Applicants”) have sought exemptive relief from the SEC

under Section 9(c) of the 1940 Act. The SEC has granted the Applicants a temporary exemption from the

provisions of Section 9(a) with respect to the New Jersey Settlement until the earlier of (i) September 13, 2006

and (ii) the date on which the SEC takes final action on their application for a permanent order. There is no

assurance that the SEC will issue a permanent order. If the West Virginia Attorney General were to obtain a

court injunction against Allianz Global Investors Fund Management, PEA or AGID, the Applicants would, in

turn, seek exemptive relief under Section 9(c) with respect to that matter, although there is no assurance that

such exemptive relief would be granted.
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It is possible that these matters and/or other developments resulting from these matters could result in

increased Portfolio redemptions or other adverse consequences to the Portfolio. However, PIMCO and AGID

believe that these matters are not likely to have a material adverse effect on the Portfolio or on PIMCO’s or

AGID’s ability to perform their respective investment advisory or distribution services relating to the Portfolio.

The foregoing speaks only as of the date of this prospectus. While there may be additional litigation or

regulatory developments in connection with the matters discussed above, the foregoing disclosure of litigation

and regulatory matters will be updated only if those developments are material.

Administrative Class Shares
The Trust offers investors Administrative Class shares of the Portfolio in this prospectus. The Trust does not

charge any sales charges (loads) or other fees in connection with purchases or sales (redemptions) of

Administrative Class shares.

• Service Fees—Administrative Class Shares. The Trust has adopted an Administrative Services Plan

(the “Plan”) for the Administrative Class shares. The Plan allows the Portfolio to use its Administrative Class

assets to compensate or reimburse financial intermediaries that provide services relating to Administrative Class

shares. The services that will be provided under the Plan include, among other things, teleservicing support in

connection with the Portfolio; recordkeeping services; provision of support services, including providing

information about the Trust and the Portfolio and answering questions concerning the Trust and the Portfolio,

including questions respecting investors’ interests in the Portfolio; provision and administration of insurance

features for the benefit of investors in connection with the Portfolio; receiving, aggregating and forwarding

purchase and redemption orders; processing dividend payments; issuing investor reports and transaction

confirmations; providing subaccounting services; general account administration activities; and providing such

similar services as the Trust may reasonably request to the extent the service provider is permitted to do so under

applicable statutes, rules or regulation. The Plan also permits payment for services in connection with the

administration of plans or programs that use Administrative Class shares of the Portfolio as their funding

medium and for related expenses.

The Plan permits the Portfolio to make total payments at an annual rate of 0.15% of the Portfolio’s average

daily net assets attributable to its Administrative Class shares. Because these fees are paid out of the Portfolio’s

Administrative Class assets on an ongoing basis, over time they will increase the cost of an investment in

Administrative Class shares and may cost an investor more than sales charges.

• Arrangements with Service Agents. Administrative Class shares of the Portfolio may be offered through

certain brokers and financial intermediaries (“service agents”) that have established a shareholder servicing

relationship with the Trust on behalf of their customers. The Trust pays no compensation to such entities other

than Plan fees paid with respect to Administrative Class shares. Service agents may impose additional or

different conditions than the Trust on purchases, redemptions or exchanges of Portfolio shares by their

customers. Service agents may also independently establish and charge their customers transaction fees, account

fees and other amounts in connection with purchases and sales of Portfolio shares in addition to any fees charged

by the Trust. These additional fees may vary over time and would increase the cost of the customer’s investment

and lower investment returns. Each service agent is responsible for transmitting to its customers a schedule of

any such fees and information regarding any additional or different conditions regarding purchases, redemptions

and exchanges. Shareholders who are customers of service agents should consult their service agents for

information regarding these fees and conditions.

From time to time, PIMCO or its affiliates may pay investment consultants or their parent or affiliated

companies for certain services including technology, operations, tax, or audit consulting services, and may pay

Prospectus 12
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such firms for PIMCO’s attendance at investment forums sponsored by such firms or for various studies, surveys,

or access to databases. PIMCO and its affiliates may also provide investment advisory services to investment

consultants and their affiliates. These consultants or their affiliates may, in the ordinary course of their

investment consultant business, recommend that their clients utilize PIMCO’s investment advisory services or

invest in the Portfolio or in other products sponsored by PIMCO and its affiliates.

Purchases and Redemptions
Investors do not deal directly with the Portfolio to purchase and redeem shares. Please refer to the prospectus for

the Separate Account for information on the allocation of premiums and on transfers of accumulated value

among sub-accounts of the Separate Account that invest in the Portfolio.

As of the date of this prospectus, shares of the Portfolio are offered for purchase by Separate Accounts to serve

as an investment medium for Variable Contracts issued by life insurance companies, and to qualified pension and

retirement plans outside of the separate account context. All purchase orders are effected at the net asset value

(“NAV”) next determined after a purchase order is received.

While the Portfolio currently does not foresee any disadvantages to Variable Contract Owners if the Portfolio

serves as an investment medium for both variable annuity contracts and variable life insurance policies, due to

differences in tax treatment or other considerations, it is theoretically possible that the interest of owners of

annuity contracts and insurance policies for which the Portfolio served as an investment medium might at some

time be in conflict. However, the Trust’s Board of Trustees and each insurance company with a separate account

allocating assets to the Portfolio are required to monitor events to identify any material conflicts between

variable annuity contract owners and variable life insurance policy owners, and would have to determine what

action, if any, should be taken in the event of such a conflict. If such a conflict occurred, an insurance company

participating in the Portfolio might be required to redeem the investment of one or more of its separate accounts

from the Portfolio, which might force the Portfolio to sell securities at disadvantageous prices.

The Trust and its distributor each reserves the right, in its sole discretion, to suspend the offering of shares of

the Portfolio or to reject any purchase order, in whole or in part, when, in the judgment of management, such

suspension or rejection is in the best interests of the Trust. In addition, the Trust and its distributor each reserves

the right, in its sole discretion, to redeem shares, in whole or in part, when, in the judgment of management,

such redemption is necessary in order to maintain qualification under the rules for variable annuities and/or

variable life contracts with respect to other shareholders, to maintain qualification as a regulated investment

company under the Code, or for any reason under terms set by the Trustees, including the failure of a

shareholder to supply a personal identification number if required to do so, or to have the minimum investment

required, or to pay when due for the purchase of shares issued to the shareholder. The sale of shares will be

suspended when trading on the New York Stock Exchange (“NYSE”) is restricted or during an emergency which

makes it impracticable for the Portfolio to dispose of its securities or to determine fairly the value of its net assets,

or during any other period as permitted by the SEC for the protection of investors. In the event that the

Portfolio ceases offering its shares, any investments allocated to the Portfolio will, subject to any necessary

regulatory approvals, be invested in another Portfolio of the Trust.

13 PIMCO Variable Insurance Trust



Redeeming
Shares

Frequent or
Excessive
Purchases,
Exchanges and
Redemptions

Shares may be redeemed without charge on any day that the net asset value is calculated. All redemption orders

are effected at the net asset value per share next determined after a redemption request is received. Payment for

shares redeemed normally will be made within seven days.

For shareholder protection, a request to change information contained in an account registration (for

example, a request to change the bank designated to receive wire redemption proceeds) must be received in

writing, signed by the minimum number of persons designated on the Client Registration Application that are

required to effect a redemption, and accompanied by a signature guarantee from any eligible guarantor

institution, as determined in accordance with the Trust’s procedures. Shareholders should inquire as to whether

a particular institution is an eligible guarantor institution. A signature guarantee cannot be provided by a notary

public. In addition, corporations, trusts, and other institutional organizations are required to furnish evidence of

the authority of the persons designated on the Client Registration Application to effect transactions for the

organization.

Redemptions of Portfolio shares may be suspended when trading on the NYSE is restricted or during an

emergency which makes it impractical for the Portfolio to dispose of its securities or to determine fairly the value

of its net assets, or during any other period as permitted by the SEC for the protection of investors. Under these

and other unusual circumstances, the Trust may suspend redemption or postpone payment for more than seven

days, as permitted by law. In consideration of the best interests of the remaining shareholders, the Trust reserves

the right to pay redemption proceeds in whole or in part by a distribution in kind of securities held by the

Portfolio in lieu of cash. It is highly unlikely that shares would ever be redeemed in kind. If shares are redeemed

in kind, however, the redeeming shareholder should expect to incur transaction costs upon the disposition of the

securities received in the distribution.

The Trust generally encourages shareholders to invest in the Portfolio as part of a long-term investment strategy

and discourages excessive, short-term trading and other abusive trading practices. To that end, the Board of

Trustees of the Trust has adopted policies and procedures reasonably designed to detect and prevent short-term

trading activity that may be harmful to the Portfolio or its shareholders. Such activities, sometimes referred to as

“market timing,” may have a detrimental effect on the Portfolio and its shareholders. For example, depending

upon various factors such as the size of the Portfolio and the amount of its assets maintained in cash, short-term

or excessive trading by Portfolio shareholders may interfere with the efficient management of the Portfolio’s

investments, increase transaction costs and taxes, and may harm the performance of the Portfolio and its

shareholders.

The Trust seeks to deter and prevent abusive trading practices, and to reduce these risks, through several

methods. First, to the extent that there is a delay between a change in the value of the Portfolio’s holdings, and

the time when that change is reflected in the net asset value of the Portfolio’s shares, the Portfolio is exposed to

the risk that investors may seek to exploit this delay by purchasing or redeeming shares at net asset values that

do not reflect appropriate fair value prices. The Trust seeks to deter and prevent this activity, sometimes referred

to as “stale price arbitrage,” by the appropriate use of “fair value” pricing of the Portfolio’s securities. See “How

Portfolio Shares Are Priced” below for more information.

Second, the Trust and PIMCO seek to monitor shareholder account activities in order to detect and prevent

excessive and disruptive trading practices. When PIMCO notices a pattern of trading that may be indicative of

excessive or abusive trading by variable contract owners or plan participants, Trust and/or PIMCO will seek the

cooperation of insurance companies or plan administrators in attempting to determine whether the activity is

the result of trading by one or more related variable contract owners or plan participants. In the event that the

insurance company informs PIMCO that the trading activity is the result of excessive or abusive trading by

variable contract owners or plan participants, PIMCO will request that the insurance company or plan
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administrator take appropriate action to ensure that the excessive or abusive trading ceases. If the trading pattern

continues, PIMCO will request that the insurance company or plan administrator restrict purchases of or

exchanges into the Portfolio by the variable contract owner or plan participants identified as having engaged in

excessive or abusive trading. There can be no assurances that an insurance company or plan administrator will

comply with PIMCO’s request. The Trust and PIMCO will also cooperate with efforts by insurance companies

and plan administrators to limit excessive exchanges in their products.

Although the Trust and its service providers seek to use these methods to detect and prevent abusive trading

activities, and although the Trust will consistently apply such methods, there can be no assurances that such

activities can be mitigated or eliminated. By their nature, insurance company separate accounts and omnibus or

other nominee accounts, in which purchases and sales of Portfolio shares by multiple investors are aggregated for

presentation to the Portfolio on a net basis, conceal the identity of the individual investors from the Portfolio.

This makes it more difficult for the Trust and/or PIMCO to identify short-term transactions in the Portfolio.

An investor should invest in the Portfolio for long-term investment purposes only. The Trust and PIMCO

each reserve the right to restrict purchases of Portfolio shares (including exchanges) when a pattern of frequent

purchases and sales made in response to short-term fluctuations in share price appears evident. Notice of any

such restrictions, if any, will vary according to the particular circumstances.

How Portfolio Shares Are Priced
The NAV of the Portfolio’s Administrative Class shares is determined by dividing the total value of the

Portfolio’s investments and other assets attributable to that class, less any liabilities, by the total number of

shares outstanding of that class.

Portfolio shares are valued at the close of regular trading (normally 4:00 p.m., Eastern time) (the “NYSE

Close”) on each day that the NYSE is open. For purposes of calculating the NAV, the Portfolio normally uses

pricing data for domestic equity securities received shortly after the NYSE Close and does not normally take into

account trading, clearances or settlements that take place after the NYSE Close. Domestic fixed income and

foreign securities are normally priced using data reflecting the earlier closing of the principal markets for those

securities. Information that becomes known to the Portfolio or its agents after the NAV has been calculated on a

particular day will not generally be used to retroactively adjust the price of a security or the NAV determined

earlier that day.

For purposes of calculating NAV, portfolio securities and other assets for which market quotes are available

are stated at market value. Market value is generally determined on the basis of last reported sales prices, or if no

sales are reported, based on quotes obtained from a quotation reporting system, established market makers, or

pricing services. Short-term investments having a maturity of 60 days or less are generally valued at amortized

cost. Exchange traded options, futures and options on futures are valued at the settlement price determined by

the exchange.

Investments initially valued in currencies other than the U.S. dollar are converted to U.S. dollars using

exchange rates obtained from pricing services. As a result, the NAV of the Portfolio’s shares may be affected by

changes in the value of currencies in relation to the U.S. dollar. The value of securities traded in markets outside

the United States or denominated in currencies other than the U.S. dollar may be affected significantly on a day

that the NYSE is closed and an investor is not able to purchase, redeem or exchange shares.

Securities and other assets for which market quotes are not readily available are valued at fair value as

determined in good faith by the Board of Trustees or persons acting at its direction. The Board of Trustees has

adopted methods for valuing securities and other assets in circumstances where market quotes are not readily
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available, and has delegated to PIMCO the responsibility for applying the valuation methods. In the event that

market quotes are not readily available, and the security or asset cannot be valued pursuant to one of the

valuation methods, the value of the security or asset will be determined in good faith by the Valuation

Committee of the Board of Trustees, generally based upon recommendations provided by PIMCO.

Market quotes are considered not readily available in circumstances where there is an absence of current or

reliable market-based data (e.g., trade information, bid/asked information, broker quotes), including where

events occur after the close of the relevant market, but prior to the NYSE Close, that materially affect the values

of the Portfolio’s securities or assets. In addition, market quotes are considered not readily available when, due to

extraordinary circumstances, the exchanges or markets on which the securities trade do not open for trading for

the entire day and no other market prices are available. The Board has delegated to PIMCO the responsibility

for monitoring significant events that may materially affect the values of the Portfolio’s securities or assets and

for determining whether the value of the applicable securities or assets should be re-evaluated in light of such

significant events.

When the Portfolio uses fair value pricing to determine its NAV, securities will not be priced on the basis of

quotations from the primary market in which they are traded, but rather may be priced by another method that

the Board of Trustees or persons acting at their direction believe accurately reflects fair value. The Trust’s policy

is intended to result in a calculation of the Portfolio’s NAV that fairly reflects security values as of the time of

pricing. However, fair values determined by the Board of Trustees or persons acting at their direction may not

accurately reflect the price that the Portfolio could obtain for a security if it were to dispose of that security as of

the time of pricing.

Tax Consequences
The Portfolio intends to qualify as a regulated investment company annually and to elect to be treated as a

regulated investment company for federal income tax purposes. As such, the Portfolio generally will not pay

federal income tax on the income and gains it pays as dividends to its shareholders. In order to avoid a 4%

federal excise tax, the Portfolio intends to distribute each year substantially all of its net income and gains.

The Portfolio intends to diversify its investments in a manner intended to comply with tax requirements

generally applicable to mutual funds. In addition, the Portfolio will diversify its investments so that on the last

day of each quarter of a calendar year, no more than 55% of the value of its total assets is represented by any one

investment, no more than 70% is represented by any two investments, no more than 80% is represented by any

three investments, and no more than 90% is represented by any four investments. For this purpose, securities of a

single issuer are treated as one investment and each U.S. Government agency or instrumentality is treated as a

separate issuer. Any security issued, guaranteed, or insured (to the extent so guaranteed or insured) by the

U.S. Government or any agency or instrumentality of the U.S. Government is treated as a security issued by the

U.S. Government or its agency or instrumentality, whichever is applicable.

If the Portfolio fails to meet the diversification requirement under Section 817(h), income with respect to

Variable Contracts invested in the Portfolio at any time during the calendar quarter in which the failure

occurred could become currently taxable to the owners of the Variable Contracts and income for prior periods

with respect to such contracts also could be taxable, most likely in the year of the failure to achieve the required

diversification. Other adverse tax consequences could also ensue.

Please refer to the prospectus for the Separate Account and Variable Contract for information regarding the

federal income tax treatment of distributions to the Separate Account. See “Additional Information—

Additional Tax Information” in the Portfolio’s Statement of Additional Information for more information on

taxes.
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Characteristics and Risks of
Securities and Investment Techniques
This section provides additional information about some of the principal investments and related risks of the

Portfolio described under the “Portfolio Summaries” and “Summary of Principal Risks” above. It also describes

characteristics and risks of additional securities and investment techniques that may be used by the Portfolio

from time to time. Most of these securities and investment techniques are discretionary, which means that

PIMCO can decide whether to use them or not. This prospectus does not attempt to disclose all of the various

types of securities and investment techniques that may be used by the Portfolio. As with any mutual fund,

investors in the Portfolio rely on the professional investment judgment and skill of PIMCO and the individual

portfolio managers. The investments made by the Portfolio at any given time are not expected to be the same as

those made by other mutual funds for which PIMCO acts as investment adviser, including mutual funds with

investment objectives and strategies similar to those of the Portfolio. Accordingly, the performance of the

Portfolio can be expected to vary from that of the other mutual funds. Please see “Investment Objectives and

Policies” in the Statement of Additional Information for more detailed information about the securities and

investment techniques described in this section and about other strategies and techniques that may be used by

the Portfolio.

The Portfolio seeks maximum total return. The total return sought by the Portfolio consists of both income

earned on the Portfolio’s investments and capital appreciation, if any, arising from increases in the market value

of the Portfolio’s holdings. Capital appreciation of fixed income securities generally results from decreases in

market interest rates or improving credit fundamentals for a particular market sector or security.

In selecting securities for the Portfolio, PIMCO develops an outlook for interest rates, foreign currency

exchange rates and the economy; analyzes credit and call risks, and uses other security selection techniques. The

proportion of the Portfolio’s assets committed to investment in securities with particular characteristics (such as

quality, sector, interest rate or maturity) varies based on PIMCO’s outlook for the U.S. and foreign economies,

the financial markets and other factors.

PIMCO attempts to identify areas of the bond market that are undervalued relative to the rest of the market.

PIMCO identifies these areas by grouping bonds into the following sectors: money markets, governments,

corporates, mortgages, asset-backed and international. Sophisticated proprietary software then assists in

evaluating sectors and pricing specific securities. Once investment opportunities are identified, PIMCO will shift

assets among sectors depending upon changes in relative valuations and credit spreads. There is no guarantee

that PIMCO’s security selection techniques will produce the desired results.

U.S. Government securities are obligations of and, in certain cases, guaranteed by, the U.S. Government, its

agencies or government-sponsored enterprises. U.S. Government Securities are subject to market and interest

rate risk, and may be subject to varying degrees of credit risk. U.S. Government securities may include zero

coupon securities, which do not distribute interest on a current basis and tend to be subject to greater market risk

than interest-paying securities of similar maturities.

Municipal bonds are generally issued by states and local governments and their agencies, authorities and other

instrumentalities. Municipal bonds are subject to interest rate, credit and market risk. The ability of an issuer to

make payments could be affected by litigation, legislation or other political events or the bankruptcy of the

issuer. Lower rated municipal bonds are subject to greater credit and market risk than higher quality municipal

bonds. The types of municipal bonds in which the Portfolio may invest include municipal lease obligations. The

Portfolio may also invest in securities issued by entities whose underlying assets are municipal bonds.
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The Portfolio may invest, without limitation, in residual interest bonds, which are created by depositing

municipal securities in a trust and dividing the income stream of an underlying municipal bond in two parts,

one, a variable rate security and the other, a residual interest bond. The interest rate for the variable rate security

is determined by an index or an auction process held approximately every 7 to 35 days, while the residual

interest bond holder receives the balance of the income from the underlying municipal bond less an auction fee.

The market prices of residual interest bonds may be highly sensitive to changes in market rates and may decrease

significantly when market rates increase.

The Portfolio may invest all of its assets in mortgage- and asset-backed securities. Mortgage-related securities

include mortgage pass-through securities, collateralized mortgage obligations (“CMOs”), commercial mortgage-

backed securities, mortgage dollar rolls, CMO residuals, stripped mortgage-backed securities (“SMBSs”) and

other securities that directly or indirectly represent a participation in, or are secured by and payable from,

mortgage loans on real property.

The value of some mortgage- or asset-backed securities may be particularly sensitive to changes in prevailing

interest rates. Early repayment of principal on some mortgage-related securities may expose the Portfolio to a

lower rate of return upon reinvestment of principal. When interest rates rise, the value of a mortgage-related

security generally will decline; however, when interest rates are declining, the value of mortgage-related

securities with prepayment features may not increase as much as other fixed income securities. The rate of

prepayments on underlying mortgages will affect the price and volatility of a mortgage-related security, and may

shorten or extend the effective maturity of the security beyond what was anticipated at the time of purchase. If

unanticipated rates of prepayment on underlying mortgages increase the effective maturity of a mortgage-related

security, the volatility of the security can be expected to increase. The value of these securities may fluctuate in

response to the market’s perception of the creditworthiness of the issuers. Additionally, although mortgages and

mortgage-related securities are generally supported by some form of government or private guarantee and/or

insurance, there is no assurance that private guarantors or insurers will meet their obligations.

One type of SMBS has one class receiving all of the interest from the mortgage assets (the interest-only, or

“IO” class), while the other class will receive all of the principal (the principal-only, or “PO” class). The yield to

maturity on an IO class is extremely sensitive to the rate of principal payments (including prepayments) on the

underlying mortgage assets, and a rapid rate of principal payments may have a material adverse effect on the

Portfolio’s yield to maturity from these securities. The Portfolio may invest no more than 5% of its total assets in

any combination of mortgage-related or other asset-backed IO, PO, or inverse floater securities.

The Portfolio may invest in collateralized debt obligations (“CDOs”), which includes collateralized bond

obligations (“CBOs”), collateralized loan obligations (“CLOs”) and other similarly structured securities. CBOs

and CLOs are types of asset-backed securities. A CBO is a trust which is backed by a diversified pool of high risk,

below investment grade fixed income securities. A CLO is a trust typically collateralized by a pool of loans,

which may include, among others, domestic and foreign senior secured loans, senior unsecured loans, and

subordinate corporate loans, including loans that may be rated below investment grade or equivalent unrated

loans. The Portfolio may invest in other asset-backed securities that have been offered to investors.

The Portfolio may invest in fixed- and floating-rate loans, which investments generally will be in the form of

loan participations and assignments of portions of such loans. Participations and assignments involve special

types of risk, including credit risk, interest rate risk, liquidity risk, and the risks of being a lender. If the Portfolio

purchases a participation, it may only be able to enforce its rights through the lender, and may assume the credit

risk of the lender in addition to the borrower.
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Corporate debt securities are subject to the risk of the issuer’s inability to meet principal and interest payments

on the obligation and may also be subject to price volatility due to such factors as interest rate sensitivity, market

perception of the credit-worthiness of the issuer and general market liquidity. When interest rates rise, the value

of corporate debt securities can be expected to decline. Debt securities with longer maturities tend to be more

sensitive to interest rate movements than those with shorter maturities.

Securities rated lower than Baa by Moody’s or lower than BBB by S&P are sometimes referred to as “high yield”

or “junk” bonds. Investing in high yield securities involves special risks in addition to the risks associated with

investments in higher-rated fixed income securities. While offering a greater potential opportunity for capital

appreciation and higher yields, high yield securities typically entail greater potential price volatility and may be

less liquid than higher-rated securities. High yield securities may be regarded as predominately speculative with

respect to the issuer’s continuing ability to meet principal and interest payments. They may also be more

susceptible to real or perceived adverse economic and competitive industry conditions than higher-rated

securities.

Variable and floating rate securities provide for a periodic adjustment in the interest rate paid on the obligations.

The Portfolio may invest in floating rate debt instruments (“floaters”) and engage in credit spread trades. While

floaters provide a certain degree of protection against rises in interest rates, the Portfolio will participate in any

declines in interest rates as well. The Portfolio may also invest in inverse floating rate debt instruments (“inverse

floaters”). An inverse floater may exhibit greater price volatility than a fixed rate obligation of similar credit

quality. The Portfolio may invest no more than 5% of its total assets in any combination of mortgage-related or

other asset-backed IO, PO, or inverse floater securities.

Inflation-indexed bonds are fixed income securities whose principal value is periodically adjusted according to

the rate of inflation. If the index measuring inflation falls, the principal value of inflation-indexed bonds will be

adjusted downward, and consequently the interest payable on these securities (calculated with respect to a

smaller principal amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted

for inflation) is guaranteed in the case of U.S. Treasury inflation-indexed bonds. For bonds that do not provide a

similar guarantee, the adjusted principal value of the bond repaid at maturity may be less than the original

principal.

The value of inflation-indexed bonds is expected to change in response to changes in real interest rates. Real

interest rates are tied to the relationship between nominal interest rates and the rate of inflation. If nominal

interest rates increase at a faster rate than inflation, real interest rates may rise, leading to a decrease in value of

inflation-indexed bonds. Short-term increases in inflation may lead to a decline in value. Any increase in the

principal amount of an inflation-indexed bond will be considered taxable ordinary income, even though

investors do not receive their principal until maturity.

The Portfolio may obtain event-linked exposure by investing in “event-linked bonds” or “event-linked swaps” or

implement “event-linked strategies.” Event-linked exposure results in gains or losses that typically are

contingent, or formulaically related to defined trigger events. Examples of trigger events include hurricanes,

earthquakes, weather-related phenomena, or statistics relating to such events. Some event-linked bonds are

commonly referred to as “catastrophe bonds.” If a trigger event occurs, the Portfolio may lose a portion or its

entire principal invested in the bond or notional amount on a swap. Event-linked exposure often provides for an

extension of maturity to process and audit loss claims where a trigger event has, or possibly has, occurred. An

extension of maturity may increase volatility. Event-linked exposure may also expose the Portfolio to certain

unanticipated risks including credit risk, counterparty risk, adverse regulatory or jurisdictional interpretations,

and adverse tax consequences. Event-linked exposures may also be subject to liquidity risk.
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The Portfolio may invest in convertible securities or equity securities. Convertible securities are generally

preferred stocks and other securities, including fixed income securities and warrants, that are convertible into or

exercisable for common stock at a stated price or rate. The price of a convertible security will normally vary in

some proportion to changes in the price of the underlying common stock because of this conversion or exercise

feature. However, the value of a convertible security may not increase or decrease as rapidly as the underlying

common stock. A convertible security will normally also provide income and is subject to interest rate risk.

Convertible securities may be lower-rated securities subject to greater levels of credit risk. The Portfolio may be

forced to convert a security before it would otherwise choose, which may have an adverse effect on the

Portfolio’s ability to achieve its investment objective.

The Portfolio intends to invest primarily in fixed income securities; however, while some countries or

companies may be regarded as favorable investments, pure fixed income opportunities may be unattractive or

limited due to insufficient supply, or legal or technical restrictions. In such cases, subject to its applicable

investment restrictions, the Portfolio may consider convertible securities or equity securities to gain exposure to

such investments.

Equity securities generally have greater price volatility than fixed income securities. The market price of

equity securities owned by the Portfolio may go up or down, sometimes rapidly or unpredictably. Equity securities

may decline in value due to factors affecting equity securities markets generally or particular industries

represented in those markets. The value of an equity security may also decline for a number of reasons which

directly relate to the issuer, such as management performance, financial leverage and reduced demand for the

issuer’s goods or services.

Investing in the securities of issuers in any foreign country involves special risks and considerations not typically

associated with investing in U.S. companies. Shareholders should consider carefully the substantial risks

involved for the Portfolio’s investments in securities issued by foreign companies and governments of foreign

countries. These risks include: differences in accounting, auditing and financial reporting standards; generally

higher commission rates on foreign portfolio transactions; the possibility of nationalization, expropriation or

confiscatory taxation; adverse changes in investment or exchange control regulations; and political instability.

Individual foreign economies may differ favorably or unfavorably from the U.S. economy in such respects as

growth of gross domestic product, rates of inflation, capital reinvestment, resources, self-sufficiency and balance

of payments position. The securities markets, values of securities, yields and risks associated with foreign

securities markets may change independently of each other. Also, foreign securities and dividends and interest

payable on those securities may be subject to foreign taxes, including taxes withheld from payments on those

securities. Foreign securities often trade with less frequency and volume than domestic securities and therefore

may exhibit greater price volatility. Investments in foreign securities may also involve higher custodial costs than

domestic investments and additional transaction costs with respect to foreign currency conversions. Changes in

foreign exchange rates also will affect the value of securities denominated or quoted in foreign currencies.

The Portfolio also may invest in sovereign debt issued by governments, their agencies or instrumentalities, or

other government-related entities. Holders of sovereign debt may be requested to participate in the rescheduling

of such debt and to extend further loans to governmental entities. In addition, there is no bankruptcy proceeding

by which defaulted sovereign debt may be collected.

• Emerging Market Securities. The Portfolio may invest up to 5% of its total assets in securities of issuers

based countries with developing (or “emerging markets”) economies. A security is economically tied to an

emerging market country if it is principally traded on the country’s securities markets, or the issuer is organized

or principally operates in the country, derives a majority of its income from its operations within the country, or

has a majority of its assets in the country. The adviser has broad discretion to identify and invest in countries
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that it considers to qualify as emerging securities markets. However, an emerging securities market is generally

considered to be one located in any country that is defined as an emerging or developing economy by the World

Bank or its related organizations, or the United Nations or its authorities. In making investments in emerging

market securities, the Portfolio emphasizes those countries with relatively low gross national product per capita

and with the potential for rapid economic growth. The adviser will select the country and currency composition

based on its evaluation of relative interest rates, inflation rates, exchange rates, monetary and fiscal policies,

trade and current account balances, and any other specific factors it believes to be relevant.

Investing in emerging market securities imposes risks different from, or greater than, risks of investing in

domestic securities or in foreign, developed countries. These risks include: smaller market capitalization of

securities markets, which may suffer periods of relative illiquidity; significant price volatility; restrictions on

foreign investment; possible repatriation of investment income and capital. In addition, foreign investors may be

required to register the proceeds of sales; future economic or political crises could lead to price controls, forced

mergers, expropriation or confiscatory taxation, seizure, nationalization, or creation of government monopolies.

The currencies of emerging market countries may experience significant declines against the U.S. dollar, and

devaluation may occur subsequent to investments in these currencies by the Portfolio. Inflation and rapid

fluctuations in inflation rates have had, and may continue to have, negative effects on the economies and

securities markets of certain emerging market countries.

Additional risks of emerging markets securities may include: greater social, economic and political

uncertainty and instability; more substantial governmental involvement in the economy; less governmental

supervision and regulation; unavailability of currency hedging techniques; companies that are newly organized

and small; differences in auditing and financial reporting standards, which may result in unavailability of

material information about issuers; and less developed legal systems. In addition, emerging securities markets may

have different clearance and settlement procedures, which may be unable to keep pace with the volume of

securities transactions or otherwise make it difficult to engage in such transactions. Settlement problems may

cause the Portfolio to miss attractive investment opportunities, hold a portion of its assets in cash pending

investment, or be delayed in disposing of a portfolio security. Such a delay could result in possible liability to a

purchaser of the security.

The Portfolio may invest in Brady Bonds, which are securities created through the exchange of existing

commercial bank loans to sovereign entities for new obligations in connection with a debt restructuring.

Investments in Brady Bonds may be viewed as speculative. Brady Bonds acquired by the Portfolio may be subject

to restructuring arrangements or to requests for new credit, which may cause the Portfolio to suffer a loss of

interest or principal on any of its holdings.

The Portfolio may invest directly in foreign currencies or in securities that trade in, or receive revenues in,

foreign currencies and, as a result, will be subject to currency risk. Foreign currency exchange rates may fluctuate

significantly over short periods of time. They generally are determined by supply and demand in the foreign

exchange markets and the relative merits of investments in different countries, actual or perceived changes in

interest rates and other complex factors. Currency exchange rates also can be affected unpredictably by

intervention (or the failure to intervene) by U.S. or foreign governments or central banks, or by currency

controls or political developments.

• Foreign Currency Transactions. The Portfolio may invest in securities denominated in foreign currencies

and may enter into forward foreign currency exchange contracts and invest in foreign currency futures contracts

and options on foreign currencies and futures. A forward foreign currency exchange contract, which involves an

obligation to purchase or sell a specific currency at a future date at a price set at the time of the contract, reduces

the Portfolio’s exposure to changes in the value of the currency it will deliver and increases its exposure to

changes in the value of the currency it will receive for the duration of the contract. The effect on the value of
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the Portfolio is similar to selling securities denominated in one currency and purchasing securities denominated

in another currency. A contract to sell foreign currency would limit any potential gain which might be realized if

the value of the hedged currency increases. The Portfolio may enter into these contracts to hedge against foreign

exchange risk, to increase exposure to a foreign currency or to shift exposure to foreign currency fluctuations

from one currency to another. Suitable hedging transactions may not be available in all circumstances and there

can be no assurance that the Portfolio will engage in such transactions at any given time or from time to time.

Also, such transactions may not be successful and may eliminate any chance for the Portfolio to benefit from

favorable fluctuations in relevant foreign currencies. The Portfolio may use one currency (or a basket of

currencies) to hedge against adverse changes in the value of another currency (or a basket of currencies) when

exchange rates between the two currencies are positively correlated. The Portfolio will segregate or “earmark”

assets determined to be liquid by PIMCO to cover its obligations under forward foreign currency exchange

contracts entered into for non-hedging purposes.

The Portfolio may enter into repurchase agreements, in which the Portfolio purchases a security from a bank or

broker-dealer and agrees to repurchase the security at the Portfolio’s cost plus interest within a specified time. If

the party agreeing to repurchase should default, the Portfolio will seek to sell the securities which it holds. This

could involve procedural costs or delays in addition to a loss on the securities if their value should fall below

their repurchase price. Repurchase agreements maturing in more than seven days are considered illiquid

securities.

The Portfolio may enter into reverse repurchase agreements and dollar rolls, subject to the Portfolio’s limitations

on borrowings. A reverse repurchase agreement or dollar roll involves the sale of a security by the Portfolio and

its agreement to repurchase the instrument at a specified time and price, and may be considered a form of

borrowing for some purposes. The Portfolio will segregate or “earmark” assets determined to be liquid by PIMCO

to cover its obligations under reverse repurchase agreements, dollar rolls, and other borrowings. Reverse

repurchase agreements, dollar rolls and other forms of borrowings may create leveraging risk for the Portfolio.

The Portfolio may borrow money to the extent permitted under the 1940 Act. This means that, in general,

the Portfolio may borrow money from banks for any purpose on a secured basis in an amount up to 1⁄3 of the

Portfolio’s total assets. The Portfolio may also borrow money for temporary administrative purposes on an

unsecured basis in an amount not to exceed 5% of the Portfolio’s total assets.

The Portfolio may, but is not required to, use derivative instruments for risk management purposes or as part of

its investment strategies. Generally, derivatives are financial contracts whose value depends upon, or is derived

from, the value of an underlying asset, reference rate or index, and may relate to stocks, bonds, interest rates,

currencies or currency exchange rates, commodities, and related indexes. Examples of derivative instruments

include options contracts, futures contracts, options on futures contracts and swap agreements (including, but

not limited to, credit default swaps). The Portfolio may invest all of its assets in derivative instruments, subject

to the Portfolio’s objective and policies. A portfolio manager may decide not to employ any of these strategies

and there is no assurance that any derivatives strategy used by the Portfolio will succeed. A description of these

and other derivative instruments that the Portfolio may use are described under “Investment Objectives and

Policies” in the Statement of Additional Information.

The Portfolio’s use of derivative instruments involves risks different from, or greater than, the risks associated

with investing directly in securities and other more traditional investments. A description of various risks

associated with particular derivative instruments is included in “Investment Objectives and Policies” in the

Statement of Additional Information. The following provides a more general discussion of important risk factors

relating to all derivative instruments that may be used by the Portfolio.
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Management Risk. Derivative products are highly specialized instruments that require investment techniques

and risk analyses different from those associated with stocks and bonds. The use of a derivative requires an

understanding not only of the underlying instrument but also of the derivative itself, without the benefit of

observing the performance of the derivative under all possible market conditions.

Credit Risk. The use of a derivative instrument involves the risk that a loss may be sustained as a result of the

failure of another party to the contract (usually referred to as a “counterparty”) to make required payments or

otherwise comply with the contract’s terms. Additionally, credit default swaps could result in losses if a Portfolio

does not correctly evaluate the creditworthiness of the company on which the credit default swap is based.

Liquidity Risk. Liquidity risk exists when a particular derivative instrument is difficult to purchase or sell. If a

derivative transaction is particularly large or if the relevant market is illiquid (as is the case with many privately

negotiated derivatives), it may not be possible to initiate a transaction or liquidate a position at an advantageous

time or price.

Leverage Risk. Because many derivatives have a leverage component, adverse changes in the value or level of

the underlying asset, reference rate or index can result in a loss substantially greater than the amount invested in

the derivative itself. Certain derivatives have the potential for unlimited loss, regardless of the size of the initial

investment. When the Portfolio uses derivatives for leverage, investments in the Portfolio will tend to be more

volatile, resulting in larger gains or losses in response to market changes. To limit leverage risk, the Portfolio will

segregate, or “earmark” on its records, assets determined to be liquid by PIMCO in accordance with procedures

established by the Board of Trustees (or, as permitted by applicable regulation, enter into certain offsetting

positions) to cover its obligations under derivative instruments.

Lack of Availability. Because the markets for certain derivative instruments (including markets located in

foreign countries) are relatively new and still developing, suitable derivatives transactions may not be available

in all circumstances for risk management or other purposes. There is no assurance that the Portfolio will engage

in derivatives transactions at any time or from time to time. The Portfolio’s ability to use derivatives may also be

limited by certain regulatory and tax considerations.

Market and Other Risks. Like most other investments, derivative instruments are subject to the risk that the

market value of the instrument will change in a way detrimental to the Portfolio’s interest. If a portfolio manager

incorrectly forecasts the values of securities, currencies or interest rates or other economic factors in using

derivatives for the Portfolio, the Portfolio might have been in a better position if it had not entered into the

transaction at all. While some strategies involving derivative instruments can reduce the risk of loss, they can

also reduce the opportunity for gain or even result in losses by offsetting favorable price movements in other

Portfolio investments. The Portfolio may also have to buy or sell a security at a disadvantageous time or price

because the Portfolio is legally required to maintain offsetting positions or asset coverage in connection with

certain derivatives transactions.

Other risks in using derivatives include the risk of mispricing or improper valuation of derivatives and the

inability of derivatives to correlate perfectly with underlying assets, rates and indexes. Many derivatives, in

particular privately negotiated derivatives, are complex and often valued subjectively. Improper valuations can

result in increased cash payment requirements to counterparties or a loss of value to the Portfolio. Also, the

value of derivatives may not correlate perfectly, or at all, with the value of the assets, reference rates or indexes

they are designed to closely track. In addition, the Portfolio’s use of derivatives may cause the Portfolio to realize

higher amounts of short-term capital gains (generally taxed at ordinary income tax rates) than if the Portfolio

had not used such instruments.
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The Portfolio may also enter into, or acquire participations in, delayed funding loans and revolving credit

facilities, in which a lender agrees to make loans up to a maximum amount upon demand by the borrower during

a specified term. These commitments may have the effect of requiring the Portfolio to increase its investment in

a company at a time when it might not otherwise decide to do so (including at a time when the company’s

financial condition makes it unlikely that such amounts will be repaid). To the extent that the Portfolio is

committed to advance additional funds, it will segregate or “earmark” assets determined to be liquid by PIMCO

in accordance with procedures established by the Board of Trustees in an amount sufficient to meet such

commitments. Delayed funding loans and revolving credit facilities are subject to credit, interest rate and

liquidity risk and the risks of being a lender.

The Portfolio may purchase securities which it is eligible to purchase on a when-issued basis, may purchase and

sell such securities for delayed delivery and may make contracts to purchase such securities for a fixed price at a

future date beyond normal settlement time (forward commitments). When-issued transactions, delayed delivery

purchases and forward commitments involve a risk of loss if the value of the securities declines prior to the

settlement date. This risk is in addition to the risk that the Portfolio’s other assets will decline in value. Therefore,

these transactions may result in a form of leverage and increase the Portfolio’s overall investment exposure.

Typically, no income accrues on securities the Portfolio has committed to purchase prior to the time delivery of

the securities is made, although the Portfolio may earn income on securities it has segregated or “earmarked” to

cover these positions.

The Portfolio may invest up to 10% of its total assets in securities of other investment companies, such as open-

end or closed-end management investment companies, or in pooled accounts or other investment vehicles

which invest in foreign markets. As a shareholder of any investment company, the Portfolio may indirectly bear

service and other fees which are in addition to the fees the Portfolio pays its service providers.

Subject to the restrictions and limitations of the 1940 Act, the Portfolio may, in the future, elect to pursue its

investment objective by investing in one or more underlying investment vehicles or companies that have

substantially similar investment objectives, policies and limitations as the Portfolio. The Portfolio may also

invest in exchange traded funds, subject to the restrictions and limitations of the 1940 Act.

The Portfolio may make short sales as part of its overall portfolio management strategies or to offset a potential

decline in value of a security. A short sale involves the sale of a security that is borrowed from a broker or other

institution to complete the sale. Short sales expose the Portfolio to the risk that it will be required to acquire,

convert or exchange securities to replace the borrowed securities (also known as “covering” the short position) at a

time when the securities sold short have appreciated in value, thus resulting in a loss to the Portfolio. If the

Portfolio makes a short sale it must segregate or “earmark” assets determined to be liquid by PIMCO in accordance

with procedures established by the Board of Trustees or otherwise cover its position in a permissible manner.

The Portfolio may invest up to 15% of its net assets in illiquid securities. Certain illiquid securities may require

pricing at fair value as determined in good faith under the supervision of the Board of Trustees. A portfolio

manager may be subject to significant delays in disposing of illiquid securities, and transactions in illiquid

securities may entail registration expenses and other transaction costs that are higher than those for transactions

in liquid securities. The term “illiquid securities” for this purpose means securities that cannot be disposed of

within seven days in the ordinary course of business at approximately the amount at which the Portfolio has

valued the securities. Restricted securities, i.e., securities subject to legal or contractual restrictions on resale,

may be illiquid. However, some restricted securities (such as securities issued pursuant to Rule 144A under the

Securities Act of 1933 and certain commercial paper) may be treated as liquid, although they may be less liquid

than registered securities traded on established secondary markets.
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For the purpose of achieving income, the Portfolio may lend its portfolio securities to brokers, dealers, and other

financial institutions provided a number of conditions are satisfied, including that the loan is fully collateralized.

Please see “Investment Objectives and Policies” in the Statement of Additional Information for details. When

the Portfolio lends portfolio securities, its investment performance will continue to reflect changes in the value

of the securities loaned, and the Portfolio will also receive a fee or interest on the collateral. Securities lending

involves the risk of loss of rights in the collateral or delay in recovery of the collateral if the borrower fails to

return the security loaned or becomes insolvent. The Portfolio may pay lending fees to a party arranging the

loan.

The length of time the Portfolio has held a particular security is not generally a consideration in investment

decisions. A change in the securities held by the Portfolio is known as “portfolio turnover.” The Portfolio may

engage in frequent and active trading of portfolio securities to achieve its investment objective, particularly

during periods of volatile market movements. High portfolio turnover (e.g., over 100%) involves

correspondingly greater expenses to the Portfolio, including brokerage commissions or dealer mark-ups and other

transaction costs on the sale of securities and reinvestments in other securities. The trading costs associated with

portfolio turnover may adversely effect the Portfolio’s performance.

For temporary or defensive purposes, the Portfolio may invest without limit in U.S. debt securities, including

taxable securities and short-term money market securities, when PIMCO deems it appropriate to do so. When

the Portfolio engages in such strategies, it may not achieve its investment objective.

The investment objective of the Portfolio is fundamental and may not be changed without shareholder approval.

Unless otherwise stated, all other investment policies of the Portfolio may be changed by the Board of Trustees

without shareholder approval.

Unless otherwise stated, all percentage limitations on Portfolio investments listed in this prospectus will apply at

the time of investment. The Portfolio would not violate these limitations unless an excess or deficiency occurs or

exists immediately after and as a result of an investment.

Rating agencies are private services that provide ratings of the credit quality of fixed income securities, including

convertible securities. Appendix A to this prospectus describes the various ratings assigned to fixed income

securities by Moody’s and S&P. Ratings assigned by a rating agency are not absolute standards of credit quality

and do not evaluate market risks. Rating agencies may fail to make timely changes in credit ratings and an

issuer’s current financial condition may be better or worse than a rating indicates. The Portfolio will not

necessarily sell a security when its rating is reduced below its rating at the time of purchase. PIMCO does not

rely solely on credit ratings, and develops its own analysis of issuer credit quality.

The Portfolio may purchase unrated securities (which are not rated by a rating agency) if its portfolio manager

determines that the security is of comparable quality to a rated security that the Portfolio may purchase. Unrated

securities may be less liquid than comparable rated securities and involve the risk that the portfolio manager may

not accurately evaluate the security’s comparative credit rating. Analysis of the creditworthiness of issuers of

high yield securities may be more complex than for issuers of higher-quality fixed income securities. To the

extent that the Portfolio invests in high yield and/or unrated securities, the Portfolio’s success in achieving its

investment objective may depend more heavily on the portfolio manager’s creditworthiness analysis than if the

Portfolio invested exclusively in higher-quality and rated securities.
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and Techniques

The Portfolio may invest in other types of securities and use a variety of investment techniques and strategies

which are not described in this prospectus. These securities and techniques may subject the Portfolio to

additional risks. Please see the Statement of Additional Information for additional information about the

securities and investment techniques described in this prospectus and about additional securities and techniques

that may be used by the Portfolio.
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Financial Highlights
The financial highlights table is intended to help a shareholder understand the Portfolio’s financial performance for
the period of operations. Certain information reflects financial results for a single Portfolio share. The total returns
in the table represent the rate that an investor would have earned or lost on an investment in the Administrative
Class shares of the Portfolio (assuming reinvestment of all dividends and distributions). The performance does not
reflect Variable Contract fees and expenses. This information has been audited by PricewaterhouseCoopers LLP,
the Portfolio’s independent registered public accounting firm. Their report, along with full financial statements,
appears in the Trust’s Annual Report, which is available upon request.

Year or
Period
Ended

Net Asset
Value

Beginning
of Period

Net
Investment
Income*(a)

Net Realized
and Unrealized
Gain (Loss) on
Investments*(a)

Total Income
(Loss) from
Investment
Operations

Dividends
from Net

Investment
Income

Distributions
from Net
Realized

Capital Gains

Low Duration
Administrative Class

12/31/2004 $10.27 $0.13 $ 0.06 $0.19 $(0.13) $(0.03)
12/31/2003 10.23 0.13 0.11 0.24 (0.19) (0.01)
12/31/2002 9.95 0.34 0.35 0.69 (0.35) (0.06)
12/31/2001 9.82 0.52 0.21 0.73 (0.54) (0.06)
12/31/2000 9.74 0.59 0.11 0.70 (0.62) 0.00

* As a result of a FASB Emerging Issues Task Force (“EITF”) consensus, No. 03-11, and related SEC staff guidance, the Portfolio has reclassified periodic payments made or received under
swap agreements, which were previously included within miscellaneous income, to a component of realized gain (loss) in the Statement of Operations, which appears in the Trust’s
Annual Report. There was no effect on the Portfolio’s net asset value, either in total or per share, or its total increase (decrease) in net assets from operations during the period.
Reclassification from net investment income to net realized gain/loss and the net change in unrealized gain/loss were presented on a net share basis in the financial highlights.

(a) Per share amounts based on average number of shares outstanding during the period.
(b) Ratio of net expenses to average net assets excluding interest expense is 0.65%.
(c) If the investment manager had not reimbursed expenses, the ratio of operating expenses to average net assets would have been 0.67% for the period ended December 31, 2002.
(d) If the investment manager had not reimbursed expenses, the ratio of operating expenses to average net assets would have been 0.70% for the period ended December 31, 2001.
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Total
Distributions

Net Asset
Value
End

of Period
Total

Return

Net Assets
End

of Period
(000’s)

Ratio of
Expenses to

Average
Net Assets

Ratio of Net
Investment
Income to
Average

Net Assets**

Portfolio
Turnover

Rate

$(0.16) $10.30 1.85 % $281,711 0.65% 1.24% 483%
(0.20) 10.27 2.34 % 115,419 0.65% 1.30% 284%
(0.41) 10.23 7.05 % 19,495 0.66% (b)(c) 3.39% 339%
(0.60) 9.95 7.61 % 5,175 0.69% (b)(d) 5.19% 661%
(0.62) 9.82 7.41 % 742 0.65% 6.07% 165%
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Appendix A
Description of Securities Ratings
The Portfolio’s investments may range in quality from securities rated in the lowest category in which the

Portfolio is permitted to invest to securities rated in the highest category (as rated by Moody’s or S&P or, if

unrated, determined by PIMCO to be of comparable quality). The percentage of the Portfolio’s assets invested in

securities in a particular rating category will vary. Following is a description of Moody’s and S&P’s ratings

applicable to fixed income securities.

High Quality Debt Securities are those rated in one of the two lightest rating categories (the highest category

for commercial pages) or, if unrated, deemed comparable by PIMCO.

Investment Grade Debt Securities are those rated in one of the four highest rating categories, or if unrated

deemed comparable by PIMCO.

Below Investment Grade High Yield Securities (“Junk Bonds”) are those rated lower than Baa by Moody’s or BBB

by S&P and comparable securities. They are deemed predominantly speculative with respect to the issuer’s

ability to repay principal and interest.

Following is a description of Moody’s and S&P’s rating categories applicable to fixed income securities.

Moody’s Long-Term Ratings: Bonds and Preferred Stock

Aaa: Bonds which are rated Aaa are judged to be of the best quality. They carry the smallest degree of

investment risk and are generally referred to as “gilt edge.” Interest payments are protected by a large or by an

exceptionally stable margin and principal is secure. While the various protective elements are likely to change,

such changes as can be visualized are most unlikely to impair the fundamentally strong position of such issues.

Aa: Bonds which are rated Aa are judged to be of high quality by all standards. Together with the Aaa group

they comprise what are generally known as high-grade bonds. They are rated lower than the best bonds because

margins of protection may not be as large as in Aaa securities or fluctuation of protective elements may be of

greater amplitude or there may be other elements present that make the long-term risks appear somewhat larger

than with Aaa securities.

A: Bonds which are rated A possess many favorable investment attributes and are to be considered as upper-

medium-grade obligations. Factors giving security to principal and interest are considered adequate but elements

may be present that suggest a susceptibility to impairment sometime in the future.

Baa: Bonds which are rated Baa are considered as medium-grade obligations (i.e., they are neither highly

protected nor poorly secured). Interest payments and principal security appear adequate for the present but

certain protective elements may be lacking or may be characteristically unreliable over any great length of time.

Such bonds lack outstanding investment characteristics and in fact have speculative characteristics as well.

Ba: Bonds which are rated Ba are judged to have speculative elements; their future cannot be considered as

well-assured. Often the protection of interest and principal payments may be very moderate and thereby not well

safeguarded during both good and bad times over the future. Uncertainty of position characterizes bonds in this

class.

B: Bonds which are rated B generally lack characteristics of a desirable investment. Assurance of interest and

principal payments or of maintenance of other terms of the contract over any long period of time may be small.
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Caa: Bonds which are rated Caa are of poor standing. Such issues may be in default or there may be present

elements of danger with respect to principal or interest.

Ca: Bonds which are rated Ca represent obligations which are speculative in a high degree. Such issues are

often in default or have other marked shortcomings.

C: Bonds which are rated C are the lowest rated class of bonds and issues so rated can be regarded as having

extremely poor prospects of ever attaining any real investment standing.

Moody’s applies numerical modifiers, 1, 2, and 3 in each generic rating classified from Aa through B in its

corporate bond rating system. The modifier 1 indicates that the security ranks in the higher end of its generic

rating category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates that the issue ranks in

the lower end of its generic rating category.

Corporate Short-Term Debt Ratings
Moody’s short-term debt ratings are opinions of the ability of issuers to repay punctually senior debt obligations

which have an original maturity not exceeding one year. Obligations relying upon support mechanisms such as

letters of credit and bonds of indemnity are excluded unless explicitly rated.

Moody’s employs the following three designations, all judged to be investment grade, to indicate the relative

repayment ability of rated issuers:

PRIME-1: Issuers rated Prime-1 (or supporting institutions) have a superior ability for repayment of senior

short-term debt obligations. Prime-1 repayment ability will often be evidenced by many of the following

characteristics: leading market positions in well-established industries; high rates of return on funds employed;

conservative capitalization structure with moderate reliance on debt and ample asset protection; broad margins

in earnings coverage of fixed financial charges and high internal cash generation; and well-established access to a

range of financial markets and assured sources of alternate liquidity.

PRIME-2: Issuers rated Prime-2 (or supporting institutions) have a strong ability for repayment of senior

short-term debt obligations. This will normally be evidenced by many of the characteristics cited above but to a

lesser degree. Earnings trends and coverage ratios, while sound, may be more subject to variation. Capitalization

characteristics, while still appropriate, may be more affected by external conditions. Ample alternate liquidity is

maintained.

PRIME-3: Issuers rated Prime-3 (or supporting institutions) have an acceptable ability for repayment of senior

short-term obligations. The effect of industry characteristics and market compositions may be more pronounced.

Variability in earnings and profitability may result in changes in the level of debt protection measurements and

may require relatively high financial leverage. Adequate alternate liquidity is maintained.

NOT PRIME: Issuers rated Not Prime do not fall within any of the Prime rating categories.

Short-Term Municipal Bond Ratings
There are three rating categories for short-term municipal bonds that define an investment grade situation,

which are listed below. In the case of variable rate demand obligations (VRDOs), a two-component rating is

assigned. The first element represents an evaluation of the degree of risk associated with scheduled principal and

interest payments, and the other represents an evaluation of the degree of risk associated with the demand

feature. The short-term rating assigned to the demand feature of VRDOs is designated as VMIG. When either

the long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or

NR/VMIG 1. MIG ratings terminate at the retirement of the obligation while VMIG rating expiration will be a

function of each issue’s specific structural or credit features.

MIG 1/VMIG 1: This designation denotes superior quality. There is present strong protection by established

cash flows, superior liquidity support or demonstrated broad-based access to the market for refinancing.
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Standard & Poor’s
Ratings Services

MIG 2/VMIG 2: This designation denotes strong quality. Margins of protection are ample although not so

large as in the preceding group.

MIG 3/VMIG 3: This designation denotes acceptable quality. All security elements are accounted for but

there is lacking the undeniable strength of the preceding grades. Liquidity and cash flow protection may be

narrow and market access for refinancing is likely to be less well established.

SG: This designation denotes speculative quality. Debt instruments in this category lack margins of

protection.

Corporate and Municipal Bond Ratings
Investment Grade

AAA: Debt rated AAA has the highest rating assigned by S&P’s. Capacity to pay interest and repay principal

is extremely strong.

AA: Debt rated AA has a very strong capacity to pay interest and repay principal and differs from the highest

rated issues only in small degree.

A: Debt rated A has a strong capacity to pay interest and repay principal although it is somewhat more

susceptible to the adverse effects of changes in circumstances and economic conditions than debt in higher rated

categories.

BBB: Debt rated BBB is regarded as having an adequate capacity to pay interest and repay principal. Whereas

it normally exhibits adequate protection parameters, adverse economic conditions, or changing circumstances

are more likely to lead to a weakened capacity to pay interest and repay principal for debt in this category than

in higher-rated categories.

Speculative Grade

Debt rated BB, B, CCC, CC, and C is regarded as having predominantly speculative characteristics with respect

to capacity to pay interest and repay principal. BB indicates the least degree of speculation and C the highest.

While such debt will likely have some quality and protective characteristics, these are outweighed by large

uncertainties or major exposures to adverse conditions.

BB: Debt rated BB has less near-term vulnerability to default than other speculative issues. However, it faces

major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead

to inadequate capacity to meet timely interest and principal payments. The BB rating category also is used for

debt subordinated to senior debt that is assigned an actual or implied BBB- rating.

B: Debt rated B has a greater vulnerability to default but currently has the capacity to meet interest payments

and principal repayments. Adverse business, financial, or economic conditions will likely impair capacity or

willingness to pay interest and repay principal. The B rating category also is used for debt subordinated to senior

debt that is assigned an actual or implied BB or BB- rating.

CCC: Debt rated CCC has a currently identifiable vulnerability to default and is dependent upon favorable

business, financial, and economic conditions to meet timely payment of interest and repayment of principal. In

the event of adverse business, financial or economic conditions, it is not likely to have the capacity to pay

interest and repay principal. The CCC rating category also is used for debt subordinated to senior debt that is

assigned an actual or implied B or B- rating.

CC: The rating CC is typically applied to debt subordinated to senior debt that is assigned an actual or

implied CCC rating.

C: The rating C is typically applied to debt subordinated to senior debt that is assigned an actual or implied

CCC-debt rating. The C rating may be used to cover a situation where a bankruptcy petition has been filed, but

debt service payments are continued.
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CI: The rating CI is reserved for income bonds on which no interest is being paid.

D: Debt rated D is in payment default. The D rating category is used when interest payments or principal

payments are not made on the date due even if the applicable grace period has not expired, unless S&P believes

that such payments will be made during such grace period. The D rating will also be used upon the filing of a

bankruptcy petition if debt service payments are jeopardized.

Plus (+) or Minus (-): The ratings from AA to CCC may be modified by the addition of a plus or minus sign

to show relative standing within the major rating categories.

Provisional ratings: The letter “p” indicates that the rating is provisional. A provisional rating assumes the

successful completion of the project being financed by the debt being rated and indicates that payment of debt

service requirements is largely or entirely dependent upon the successful and timely completion of the project.

This rating, however, while addressing credit quality after completion of the project, makes no comment on the

likelihood of, or the risk of default upon failure of, such completion. The investor should exercise his own

judgment with respect to such likelihood and risk.

r: The “r” is attached to highlight derivative, hybrid, and certain other obligations that S&P believes may

experience high volatility or high variability in expected returns due to non-credit risks. Examples of such

obligations are: securities whose principal or interest return is indexed to equities, commodities, or currencies;

certain swaps and options; and interest only and principal only mortgage securities.

The absence of an “r” symbol should not be taken as an indication that an obligation will exhibit no volatility

or variability in total return.

N.R.: Not rated.

Debt obligations of issuers outside the United States and its territories are rated on the same basis as domestic

corporate and municipal issues. The ratings measure the creditworthiness of the obligor but do not take into

account currency exchange and related uncertainties.

Commercial Paper Rating Definitions
A S&P’s commercial paper rating is a current assessment of the likelihood of timely payment of debt having an

original maturity of no more than 365 days. Ratings are graded into several categories, ranging from A for the

highest quality obligations to D for the lowest. These categories are as follows:

A-1: This highest category indicates that the degree of safety regarding timely payment is strong. Those issues

determined to possess extremely strong safety characteristics are denoted with a plus sign (+) designation.

A-2: Capacity for timely payment on issues with this designation is satisfactory. However, the relative degree

of safety is not as high as for issues designated A-1.

A-3: Issues carrying this designation have adequate capacity for timely payment. They are, however, more

vulnerable to the adverse effects of changes in circumstances than obligations carrying the higher designations.

B: Issues rated B are regarded as having only speculative capacity for timely payment.

C: This rating is assigned to short-term debt obligations with a doubtful capacity for payment.

D: Debt rated D is in payment default. The D rating category is used when interest payments or principal

payments are not made on the date due, even if the applicable grace period has not expired, unless S&P believes

that such payments will be made during such grace period.

A commercial paper rating is not a recommendation to purchase, sell or hold a security inasmuch as it does not

comment as to market price or suitability for a particular investor. The ratings are based on current information

furnished to S&P’s by the issuer or obtained from other sources it considers reliable. S&P’s does not perform an

audit in connection with any rating and may, on occasion, rely on unaudited financial information. The ratings

may be changed, suspended, or withdrawn as a result of changes in or unavailability of such information.
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The Trust’s Statement of

Additional Information (“SAI”)

and annual and semi-annual reports

to shareholders include additional

information about the Portfolio.

The SAI and the financial

statements included in the

Portfolio’s most recent annual

report to shareholders are incor-

porated by reference into this

prospectus, which means they are

part of this prospectus for legal

purposes. The Portfolio’s annual

report discusses the market condi-

tions and investment strategies

that significantly affected the

Portfolio’s performance during its

last fiscal year.

You may get free copies of any of

these materials, request other

information about the Portfolio, or

make shareholder inquiries by

calling the Trust at 1-800-927-4648

or by writing to:

PIMCO Variable Insurance Trust

840 Newport Center Drive

Newport Beach, CA 92660

You may review and copy informa-

tion about the Trust, including its

SAI, at the Securities and

Exchange Commission’s public

reference room in Washington,

D.C. You may call the Commission

at 1-202-942-8090 for information

about the operation of the public

reference room. You may also

access reports and other informa-

tion about the Trust on the

Commission’s Web site at

www.sec.gov. You may get copies

of this information, with payment

of a duplication fee, by writing the

Public Reference Section of the

Commission, Washington, D.C.

20549-0102, or by e-mailing your

request to publicinfo@sec.gov.

Reference the Trust’s Investment

Company Act file number in your

correspondence.

Investment Company Act file number: 811-8399

PIMCO Funds

840 Newport Center Drive
Newport Beach, CA 92660
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This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine whether
the information in this prospectus is truthful or complete. It is a criminal offense for anyone to inform you
otherwise.
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How the Portfolio Works

The portfolio is designed to serve as an investment option for certain variable

annuity contracts and variable life insurance policies. Your investment in the

portfolio is made in conjunction with one of these contracts or policies. The

portfolio has its own goal and strategy.

Remember that the portfolio is not a bank deposit. It is not insured or guaranteed

by the FDIC or any other government agency. Its share price will go up and down,

and you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life

insurance policy or variable annuity contract.
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Bond Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks to provide a high level of income consistent with a high quality portfolio of debt securities. Under
normal circumstances, the portfolio invests at least 80% of net assets, plus the amount of any borrowings for investment
purposes, in bonds of any maturity.

The portfolio primarily invests in US dollar-denominated investment grade fixed income securities, including corporate
bonds, US government and agency bonds and mortgage- and asset-backed securities. A significant portion of the
portfolio’s assets may also be allocated among foreign investment grade fixed income securities, high yield bonds of US
and foreign issuers (including high yield bonds of issuers in countries with new or emerging securities markets), or, to
maintain liquidity, in cash or money market instruments.

The portfolio normally invests at least 65% of total assets in high grade US bonds (those considered to be in the top three
grades of credit quality). The portfolio may invest up to 25% of its total assets in foreign investment grade bonds (those
considered to be in the top four grades of credit quality).

In addition, the portfolio may also invest up to 20% of total assets in securities of US and foreign issuers that are below
investment grade (rated as low as the sixth credit grade, ie. grade B, otherwise known as junk bonds), including
investments in US dollar or foreign currency denominated bonds of issuers located in countries with new or emerging
securities markets. The portfolio considers an emerging securities market to be one where the sovereign debt issued by the
government in local currency terms is rated below investment grade. Compared to investment grade bonds, junk bonds
generally pay higher yields and have higher volatility and higher risk of default.

The investment advisor employs a team approach to allocate the portfolio’s assets among the various asset classes. The
team includes members from the investment advisor and the sub-advisor. For this portfolio, we refer to both as part of the
investment advisor.

The asset allocation team meets formally on a monthly basis to determine relative value across asset classes, drawing on
input from sector and market specialists. Once allocation targets for each broad fixed income sector are set, sector
specialists consider the relative value of purchase candidates given the distinct characteristics of that particular asset class.
Company research and fundamental analysis are used to select the best securities within each asset class. The techniques
used by the sector specialists in evaluating each asset class include those described below:

US Investment Grade Securities. In selecting these securities for investment, the investment advisor typically:

• assigns a relative value to each bond, based on creditworthiness, cash flow and price;

• determines the value of each issue by examining the issuer’s credit quality, debt structure, option value and liquidity
risks. The portfolio managers look to take advantage of any inefficiencies between this value and market trading price;

• uses credit analysis to determine the issuer’s ability to fulfill its contracts; and

• uses a bottom-up approach which subordinates sector weightings to individual bonds that the investment advisor
believes may add above-market value.

The investment advisor generally sells these securities when they reach their target price or when there is a negative change
in their outlook relative to the other securities held by the portfolio. Bonds may also be sold to facilitate the purchase of an
issue with more attractive risk/return characteristics.

Foreign Investment Grade Securities and Emerging Markets High Yield Securities. In selecting these securities for
investment, the investment advisor follows a bottom-up, relative value strategy. The investment advisor looks to purchase
foreign securities that offer incremental value over US Treasuries. The investment advisor invests in a focused fashion, so
that it is not simply investing in a basket of all non-US fixed income markets, but instead only those markets that its
relative value process has identified as being the most attractive. The investment advisor sells securities or exchanges
currencies when they meet their target price objectives or when the investment advisor revises price objectives downward.
In selecting emerging market securities, the investment advisor also considers short-term factors such as market sentiment,
capital flows, and new issue programs.
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High Yield Securities (Excluding Emerging Market Sovereign Debt). In selecting these securities for investment, the
investment advisor:

• analyzes economic conditions for improving or undervalued sectors and industries;

• uses independent credit research and on-site management visits to evaluate individual issuers’ debt service, growth rate,
and both downgrade and upgrade potential;

• assesses new issues versus secondary market opportunities; and

• seeks issues within attractive industry sectors and with strong long-term fundamentals and improving credits.

The portfolio may lend its investment securities up to 33 1/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval. However, the Board will provide shareholders with at least 60 days’ notice prior to
making any changes to the portfolio’s 80% investment policy.

Other Investments
The portfolio may have exposure of up to 10% of total assets in foreign currencies. Currency forward contracts are
permitted for both hedging and non-hedging purposes.

In addition, the portfolio is permitted, but not required, to use other various types of derivatives (contracts whose value is
based on, for example, indexes, currencies or securities). Derivatives may be used for hedging and for risk management or
for non-hedging purposes to seek to enhance potential gains. The portfolio may use these derivatives in circumstances
where the managers believe they offer an economical means of gaining exposure to a particular asset class or to keep cash
on hand to meet shareholder redemptions or other needs while maintaining exposure to the market.

The Main Risks of Investing in the Portfolio
There are several risk factors that could reduce the yield you receive from the portfolio, cause you to lose money or cause
the portfolio’s performance to trail that of other investments.

Interest Rate Risk. Generally, fixed income securities will decrease in value when interest rates rise. The longer the effective
maturity of the portfolio’s securities, the more sensitive it will be to interest rate changes. (As a general rule, a 1% rise in
interest rates means a 1% fall in value for every year of duration.) As interest rates decline, the issuers of securities held by
the portfolio may prepay principal earlier than scheduled, forcing the portfolio to reinvest in lower yielding securities.
Prepayment may reduce the portfolio’s income. As interest rates increase, fewer issuers tend to prepay, which may extend
the average life of fixed income securities and have the effect of locking in a below-market interest rate, increasing the
portfolio’s duration and reducing the value of the security. Because the portfolio may invest in mortgage-related securities,
it is more vulnerable to both of these risks.

Credit Risk. A portfolio purchasing bonds faces the risk that the creditworthiness of the issuer may decline, causing the
value of its bonds to decline. In addition, an issuer may be unable or unwilling to make timely payments on the interest
and principal on the bonds it has issued. Because the issuers of high yield bonds (rated below the fourth highest category)
may be in uncertain financial health, the prices of their bonds are generally vulnerable to bad economic news or even the
expectation of bad news, than those of investment-grade bonds. In some cases, bonds, particularly junk bonds, may
decline in credit quality or go into default.

Market Risk. Deteriorating market conditions might cause a general weakness in the market that reduces the overall level
of securities prices in that market. Developments in a particular class of bonds or the stock market could also adversely
affect the portfolio by reducing the relative attractiveness of bonds as an investment. Also, to the extent that the portfolio
emphasizes bonds from any given industry, it could be hurt if that industry does not do well.

Foreign Investment Risk. Foreign investments involve certain special risks, including:

• Political Risk. Some foreign governments have limited the outflow of profits to investors abroad, imposed restrictions on
the exchange or export of foreign currency, extended diplomatic disputes to include trade and financial relations, seized
foreign investment and imposed high taxes.

• Information Risk. Companies based in foreign markets are usually not subject to accounting, auditing and financial
reporting standards and practices as stringent as those in the US. Therefore, their financial reports may present an
incomplete, untimely or misleading picture of a foreign company, as compared to the financial reports of US
companies.
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• Liquidity Risk. Investments that trade less can be more difficult or more costly to buy, or to sell, than more liquid or
active investments. This liquidity risk is a factor of the trading volume of a particular investment, as well as the size and
liquidity of the entire local market. On the whole, foreign exchanges are smaller and less liquid than the US market.
This can make buying and selling certain investments more difficult and costly. Relatively small transactions in some
instances can have a disproportionately large effect on the price and supply of securities. In certain situations, it may
become virtually impossible to sell an investment in an orderly fashion at a price that approaches the managers’ estimate
of its value. For the same reason, it may at times be difficult to value the portfolio’s foreign investments.

• Regulatory Risk. There is generally less government regulation of foreign markets, companies and securities dealers than
in the US.

• Currency Risk. The portfolio invests in securities denominated in foreign currencies. This creates the possibility that
changes in exchange rates between foreign currencies and the US dollar will affect the US dollar value of foreign
securities or the income or gain received on these securities.

• Limited Legal Recourse Risk. Legal remedies for investors may be more limited than the remedies available in the US.

• Trading Practice Risk. Brokerage commissions and other fees may be higher for foreign investments than for US
investments. The procedures and rules governing foreign transactions and custody may also involve delays in payment,
delivery or recovery of money or investments.

• Taxes. Foreign withholding and certain other taxes may reduce the amount of income available to distribute to
shareholders of the fund. In addition, special US tax considerations may apply to the portfolio’s foreign investments.

Emerging Markets Risk. All of the risks of investing in foreign securities, as discussed above, are increased in connection
with investments in emerging markets securities. In addition, profound social changes and business practices that depart
from norms in developed countries’ economies have hindered the orderly growth of emerging economies and their markets
in the past and have caused instability. High levels of debt tend to make emerging economies heavily reliant on foreign
capital and vulnerable to capital flight. These countries are also more likely to experience high levels of inflation, deflation
or currency devaluation, which could also hurt their economies and securities markets. For these and other reasons,
investments in emerging markets are often considered speculative.

Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase a portfolio’s exposure to the market and magnify potential losses. There is no
guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or even
losses to the portfolio.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Pricing Risk. At times, market conditions might make it hard to value some investments. For example, if the portfolio has
valued its securities too highly, you may end up paying too much for portfolio shares when you buy into the portfolio. If
the portfolio underestimates their price, you may not receive the full market value for your portfolio shares when you sell.

Another factor that could affect performance is:

• the managers could be incorrect in their analysis of industries, companies, economic trends, the relative attractiveness of
different securities or other matters.

This portfolio is designed for investors who are looking for a relatively high level of income and can accept a moderate
level of risk to their investment.
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Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable for an investor
to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows average annual returns for the portfolio and a broad-based market index (which, unlike the
portfolio, does not have any fees or expenses). The performance of both the portfolio and the index varies over time. All
figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

18.17 2.82 9.10 6.57 -0.95 10.56 5.75 7.66 5.06 5.38

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 5.70%, Q2 1995 Worst Quarter -2.47%, Q1 1996

2005 Total Return as of March 31: -0.42%

Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years 10 Years

Portfolio — Class A 5.38 6.86 6.90

Index 4.34 7.71 7.72

Index: Lehman Brothers Aggregate Bond Index is an unmanaged market value-weighted measure of treasury issues, agency issues, corporate
bond issues and mortgage securities.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information,
contact your participating insurance company.
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How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee 0.48%

Distribution/Service (12b-1) Fee None

Other Expenses 0.12

Total Annual Operating Expenses* 0.60

* Pursuant to their respective agreements with Scudder Variable Series I, the advisor, the underwriter and the accounting agent have agreed, for the
one-year period commencing on May 1, 2005, to limit their respective fees and to reimburse other expenses to the extent necessary to limit total
operating expenses of Class A shares of Bond Portfolio to 0.71%, excluding certain expenses such as extraordinary expenses, taxes, brokerage and
interest.

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A Shares $61 $192 $335 $750

The Portfolio Managers
The portfolio is managed by a team of investment professionals who each play an important role in the portfolio’s
management process. This team works for the advisor or its affiliates and is supported by a large staff of economists,
research analysts, traders and other investment specialists. The advisor or its affiliates believe(s) its team approach benefits
portfolio investors by bringing together many disciplines and leveraging its extensive resources.

The portfolio is managed by a team of investment professionals who collaborate to develop and implement the portfolio’s
investment strategy. The team is led by six senior portfolio managers who have final authority over all aspects of the
portfolio’s investment strategy for their particular sector area of expertise. Each portfolio manager on the team has
authority over all aspects of the portfolio’s investment portfolio, including but not limited to, purchases and sales of
individual securities, portfolio construction techniques, portfolio risk assessment and the management of daily cash flows
in accordance with portfolio holdings.

The following people handle the day-to-day management of the portfolio:

Gary W. Bartlett, CFA
Managing Director of Deutsche Asset
Management and Co-Lead Manager of
the portfolio.
• Joined Deutsche Asset Management

in 1992 and the portfolio in 2002.
• Began investment career in 1982.
• BA, Bucknell University;

MBA, Drexel University.
Andrew P. Cestone
Managing Director of Deutsche Asset
Management and Co-Lead Manager of the
portfolio.
• Joined Deutsche Asset Management in

1998 and the portfolio in 2002.
• Prior to that, Investment Analyst,

Phoenix Investment Partners, from
1997 to 1998.

• Prior to that, Credit Officer, asset based
lending group, Fleet Bank, from 1995
to 1997.

• BA, University of Vermont.

Warren S. Davis
Managing Director of Deutsche Asset
Management and Co-Lead Manager of
the portfolio.
• Joined Deutsche Asset Management in

1995 and the portfolio in 2002.
• Began investment career in 1985.
• BS, Pennsylvania State University;

MBA, Drexel University.
Brett Diment
Managing Director of Deutsche Asset
Management and Portfolio Manager
of the portfolio.
• Joined Deutsche Asset Management

in 1991 and the portfolio in 2002.
• Head of Emerging Market Debt for

London Fixed Income and responsible
for coordinating research into
Continental European markets and
managing global fixed income,
balanced and cash-based portfolios:
London.

• Began investment career in 1991.
• BSc, London School of Economics.

Thomas J. Flaherty
Managing Director of Deutsche Asset
Management and Co-Lead Manager
of the portfolio.
• Joined Deutsche Asset Management in

1995 and the portfolio in 2002.
• Began investment career in 1985.
• BA, State University of New York —

Stony Brook.
J. Christopher Gagnier
Managing Director of Deutsche Asset
Management and Co-Lead Manager of
the portfolio.
• Joined Deutsche Asset Management in

1997 and the portfolio in 2002.
• Prior to that, portfolio manager,

Paine Webber (1984-1997).
• Began investment career in 1979.
• BS, Wharton School; MBA, University

of Chicago.
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Edwin Gutierrez
Director of Deutsche Asset Management
and Portfolio Manager of the portfolio.
• Member of Emerging Debt team:

London.
• Joined Deutsche Asset Management in

2000 after 5 years of experience
including emerging debt portfolio
manager at INVESCO Asset
Management responsible for Latin
America and Asia and economist
responsible for Latin America at LGT
Asset Management.

• Joined the portfolio in 2005.
• BA, University of California — Berkeley;

MS, Georgetown University.
Stephen Ilott
Managing Director of Deutsche Asset
Management and Portfolio Manager of
the portfolio.
• Head of Fixed Income in London.
• Joined Deutsche Asset Management in

1998. Prior to 1998, managed global
fixed income and currency portfolios on
behalf of central banks, corporations
and pension funds at Robert Fleming &
Company from 1986 to 1997.

• Joined the portfolio in 2004.
Paul Lambert
Managing Director of Deutsche Asset
Management and Portfolio Manager of
the portfolio.
• Joined Deutsche Asset Management in

2000 and the portfolio in 2004.
• Prior to that, ten years experience as an

analyst of international and financial
markets at the Bank of England, at UBS
as a Senior Economist and most
recently as Head of European Currency
Strategy at Citibank.

• BSc, Warwick University.

William T. Lissenden
Director of Deutsche Asset Management
and Portfolio Manager of the portfolio.
• Joined Deutsche Asset Management

in 2002 and the portfolio in 2004.
• Prior to that, fixed income strategist

and director of research at Conseco
Capital Management, director of fixed
income research and product
management at Prudential Securities,
national sales manager for fixed income
securities at Prudential Securities and
institutional sales professional at several
firms including Prudential, Goldman
Sachs and Merrill Lynch.

• BS, St. Peter’s College; MBA, Baruch
College.

Catharine Peppiatt
Director of Deutsche Asset Management
and Portfolio Manager of the portfolio.
• Joined Deutsche Asset Management

in 1993 and the portfolio in 2004.
• Previously served as director of

Global Fixed Income in London.
• Portfolio manager and product

manager for Core Plus Fixed
Income: Philadelphia.

• BA, MA, Oxford University.
Bruce Rodio
Director of Deutsche Asset Management
and Portfolio Manager of the portfolio.
• Joined Deutsche Asset Management

and the portfolio in 2004.
• Portfolio manager and product

manager for Core Plus Fixed
Income: Philadelphia.

• Prior to that, fixed income portfolio
specialist at Morgan Stanley Investment
Management, from 1997 to 2004.

• Began investment career in 1987.
• BS, MBA, Wharton School.

Daniel R. Taylor, CFA
Managing Director of Deutsche Asset
Management and Co-Lead Manager of the
portfolio.
• Joined Deutsche Asset Management in

1998 and the portfolio in 2002.
• Prior to that, fixed income portfolio

manager, asset-backed securities
analyst and senior credit analyst,
CoreStates Investment Advisors,
from 1992 to 1998.

• BS, Villanova University.
Timothy C. Vile, CFA
Managing Director of Deutsche Asset
Management and Co-Lead Manager of
the portfolio.
• Joined Deutsche Asset Management

in 1991 and the portfolio in 2002.
• Prior to that, portfolio manager for

fixed income portfolios at Equitable
Capital Management.

• Began investment career in 1984.
• BS, Susquehanna University.

Ian Winship
Director of Deutsche Asset Management
and Portfolio Manager of the portfolio.
• Joined Deutsche Asset Management in

1997.
• Prior to 1997, served as a fixed income

portfolio manager at Scottish Amicable
Investment Managers.

• Head of Global Interest Rates Team:
London.

• Portfolio manager and analyst
specializing in UK and European
markets.

• Joined the portfolio in 2004.
• BA, University of Strathclyde.

The portfolio’s Statement of Additional Information provides additional information about the portfolio managers’ investments
in the portfolio, a description of their compensation structure and information regarding other accounts they manage.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the
table are for a single share. The total return figures represent the percentage that an investor in the portfolio would
have earned (or lost), assuming all dividends and distributions were reinvested. This information has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, whose report, along with the portfolio’s
financial statements, is included in the portfolio’s annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

Bond Portfolio — Class A

Years Ended December 31, 2004 2003 2002 2001a 2000

Selected Per Share Data

Net asset value, beginning of period $ 7.04 $ 6.98 $ 6.89 $ 6.78 $ 6.49

Income (loss) from investment operations:
Net investment incomeb .29 .26 .34 .38 .42

Net realized and unrealized gain (loss) on investment transactions .08 .09 .17 .00c .23

Total from investment operations .37 .35 .51 .38 .65

Less distributions from:
Net investment income (.28) (.29) (.42) (.27) (.36)

Net asset value, end of period $ 7.13 $ 7.04 $ 6.98 $ 6.89 $ 6.78

Total Return (%) 5.38 5.06 7.66 5.75 10.56

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 177 176 165 182 102

Ratio of expenses before expense reductions (%) .60 .58 .55 .58d .58

Ratio of expenses after expense reductions (%) .60 .58 .55 .57d .58

Ratio of net investment income (%) 4.18 3.78 5.03 5.47 6.55

Portfolio turnover rate (%) 223e 242e 262e 169e 288

a As required, effective January 1, 2001, the Portfolio adopted the provisions of the AICPA Audit and Accounting Guide for Investment Companies and
began amortizing premium on debt securities. In addition, paydowns on mortgage-backed securities which were included in realized gain/loss on
investment transactions prior to January 1, 2001 are included as interest income. The effect of this change for the year ended December 31, 2001 was
to decrease net investment income by $.02, increase net realized and unrealized gains and losses per share by $.02, and decrease the ratio of net
investment income to average net assets from 5.74% to 5.47%. Per share data and ratios for periods prior to January 1, 2001 have not been restated
to reflect this change in presentation.

b Based on average shares outstanding during the period.
c The amount of net realized and unrealized gain shown for a share outstanding for the year ended December 31, 2001 does not correspond with the

aggregate net loss on investments for the period due to the timing of sales and repurchases of Portfolio shares in relation to fluctuating market values
of the investments of the Portfolio.

d The ratios of operating expenses excluding costs incurred in connection with a fund complex reorganization before and after expense reductions were
.57% and .57%, respectively.

e The portfolio turnover rate including mortgage dollar roll transactions was 245%, 286%, 276% and 193% for the years ended December 31, 2004,
December 31, 2003, December 31, 2002 and December 31, 2001, respectively.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to know
about:

• The portfolio may trade securities actively. This could raise transaction costs and, accordingly, lower performance.

• The advisor measures credit quality at the time it buys securities, using independent ratings or, for unrated securities, its
own credit analysis. If a security’s credit quality declines, the advisor will decide what to do with the security based on its
assessment of what would benefit shareholders most.

For more information
This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover of this prospectus tells you how to do this).

Keep in mind that there is no assurance that the portfolio will achieve its objective.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s portfolio holdings.

The Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the
“advisor”), Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank
Trust Company Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, makes the portfolio’s
investment decisions, buys and sells securities for the portfolio and conducts research that leads to these purchase and sale
decisions. DeIM and its predecessors have more than 80 years of experience managing mutual funds. DeIM provides a full
range of investment advisory services to institutional and retail clients. DeIM is also responsible for selecting brokers and
dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets.

Portfolio Name Fee Paid

Bond Portfolio 0.475%
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Subadvisor for Bond Portfolio
Deutsche Asset Management Investment Services Ltd. (“DeAMIS”), One Appold Street, London, England, an affiliate of
the advisor, is the subadvisor to Bond Portfolio (effective May 1, 2004).

DeAMIS provides a full range of international investment advisory services to institutional and retail clients. DeAMIS is
an indirect, wholly owned subsidiary of Deutsche Bank AG. DeIM compensates DeAMIS out of the management fee it
receives from the portfolio.

DeAMIS renders investment advisory and management services including services related to foreign securities, foreign
currency transactions and related investments with regard to the portion of the portfolio that is allocated to it by DeIM
from time to time for management.

Regulatory and litigation matters
Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or their advisors. Publicity about mutual fund practices arising from these
industry-wide inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These
lawsuits, which previously have been reported in the press, involve purported class action and derivative lawsuits, making
various allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment
advisors and their affiliates, certain individuals, including in some cases fund Trustees, officers, and other parties. Each
Scudder fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these
lawsuits, or other lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding
market timing, revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on
currently available information, the funds’ investment advisors believe the likelihood that the pending lawsuits will have a
material adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their
ability to perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The portfolio offers two classes of shares. The information in this prospectus applies to Class A shares of the portfolio. Class A
shares are offered at net asset value and are not subject to 12b-1 fees.

Technically, the shareholders of Scudder Variable Series I (which includes the portfolio just described) are the participating
insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain variable annuity
contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance companies. The
insurance companies effectively pass through the ownership of portfolio shares to their contract owners and some may pass
through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio sells shares only to
separate accounts of insurance companies. As a contract owner, your premium payments are allocated to the portfolio by
the insurance companies in accordance with your contract. Please see the contract prospectus that accompanies this
prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, are not identical. Retail Funds may be smaller or larger than the portfolio and have different expense ratios
than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: When an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).

The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to the
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short- term or excessive trading, if any. In addition, the advisor and the
portfolio reserve the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.
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Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series I does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
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information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If the portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns, and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies,
including additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally
part of this prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090.

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

(800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series I 811-4257

(05/01/05) 1a-bond
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This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine whether
the information in this prospectus is truthful or complete. It is a criminal offense for anyone to inform you
otherwise.
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How the Portfolio Works

The portfolio is designed to serve as an investment option for certain variable

annuity contracts and variable life insurance policies. Your investment in the

portfolio is made in conjunction with one of these contracts or policies. The

portfolio has its own goal and strategy.

Remember that the portfolio is not a bank deposit. It is not insured or guaranteed

by the FDIC or any other government agency. Its share price will go up and down,

and you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life

insurance policy or variable annuity contract.
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Growth and Income Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks long-term growth of capital, current income and growth of income. The portfolio invests at least 65%
of total assets in equities, mainly common stocks. Although the portfolio can invest in companies of any size and from any
country, it invests primarily in large US companies.

The portfolio seeks to bring together the top US equity research recommendations of the advisor into a single investment
portfolio. In managing the portfolio, each of the advisor’s US equity analysts individually assigns qualitative ratings to
stocks under their coverage using bottom-up analysis and looking for companies with strong prospects for continued
growth of capital and earnings. Using criteria specifically designed for the portfolio by the advisor, as well as the
investment parameters of the portfolio and risk management considerations, a quantitative model compiles these research
analyst ratings into a proposed list of stocks for the portfolio and suggests appropriate weightings for each stock.

Making adjustments where necessary, the managers normally will buy and sell securities in accordance with the model’s,
and hence the research analysts’, recommendations. In addition to the risk management criteria inherent in the portfolio
construction process, the managers use analytical tools to monitor the risk profile of the portfolio relative to comparable
portfolios, and appropriate benchmarks and peer groups.

The portfolio may lend its investment securities up to 33 1/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval.

Other Investments
While most of the portfolio’s investments are common stocks, some may be other types of equities, such as convertible
securities and preferred stocks.

The portfolio is permitted, but not required, to use various types of derivatives (contracts whose value is based on, for
example, indexes, currencies or securities). The portfolio may use derivatives in circumstances where the managers believe
they offer an economical means of gaining exposure to a particular asset class or to keep cash on hand to meet shareholder
redemptions or other needs while maintaining exposure to the market.

As a temporary defensive measure, the portfolio could shift up to 100% of assets into investments such as money market
securities. This measure could prevent losses, but, while engaged in a temporary defensive position, a fund will not be
pursuing its investment objective. However, the portfolio managers may choose not to use these strategies for various
reasons, even in very volatile market conditions.

The Main Risks of Investing in the Portfolio
There are several risk factors that could hurt the portfolio’s performance, cause you to lose money or cause the portfolio’s
performance to trail that of other investments.

Stock Market Risk. As with most stock portfolios, an important factor with this portfolio is how stock markets perform —
in this case, the large company portion of the US stock market. When prices of these stocks fall, you should expect the
value of your investment to fall as well. Large company stocks at times may not perform as well as stocks of smaller or
mid-sized companies. Because a stock represents ownership in its issuer, stock prices can be hurt by poor management,
shrinking product demand and other business risks. These may affect single companies as well as groups of companies. In
addition, movements in financial markets may adversely affect a stock’s price, regardless of how well the company
performs. The market as a whole may not favor the types of investments the portfolio makes and the portfolio may not be
able to get attractive prices for them.

Industry Risk. While the portfolio does not concentrate in any industry, to the extent that the fund has exposure to a given
industry or sector, any factors affecting that industry or sector could affect the value of portfolio securities. For example,
manufacturers of consumer goods could be hurt by a rise in unemployment, or technology companies could be hurt by
such factors as market saturation, price competition and rapid obsolescence.

IPO Risk. Securities purchased in initial public offerings (IPOs) may be very volatile, rising and falling rapidly, often based,
among other reasons, on investor perceptions rather than on economic factors. Additionally, investments in IPOs may
magnify the portfolio’s performance if it has a small asset base. The portfolio is less likely to experience a similar impact on
its performance as its assets grow because it is unlikely that the portfolio will be able to obtain proportionately larger IPO
allocations.
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Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase a portfolio’s exposure to the market and magnify potential losses. There is no
guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or even
losses to the portfolio.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Pricing Risk. At times, market conditions might make it hard to value some investments. For example, if the portfolio has
valued its securities too highly, you may end up paying too much for portfolio shares when you buy into the portfolio. If
the portfolio underestimates their price, you may not receive the full market value for your portfolio shares when you sell.

Another factor that could affect performance is:

• the managers could be incorrect in their analysis of industries, companies, economic trends, the relative attractiveness of
different securities or other matters

This portfolio may make sense for investors interested in an equity fund to provide long-term growth and some current
income.

Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable for an investor
to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows average annual returns for the portfolio and a broad-based market index (which, unlike the
portfolio, does not have any fees or expenses). The performance of both the portfolio and the index varies over time. All
figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

31.74 22.17 30.47 7.18 5.80 -2.10 -11.30 -23.13 26.74 10.16

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 15.86%, Q2 1997 Worst Quarter: -16.73%, Q3 2002

2005 Total Return as of March 31: -2.26%
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Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years 10 Years

Portfolio — Class A 10.16 -1.40 8.30

Index 10.88 -2.30 12.07

Index: Standard & Poor’s (S&P) 500 Index is a capitalization-weighted index of 500 stocks, designed to measure performance of the broad domestic
economy through changes in the aggregate market value of 500 stocks representing all major industries.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information,
contact your participating insurance company.

How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee1 0.47%

Distribution/Service (12b-1) Fee None

Other Expenses2 0.07

Total Annual Operating Expenses3 0.54

1 Restated to reflect a new management fee schedule effective May 2, 2005.
2 Restated and estimated to reflect the merger of SVS Focus Value+Growth Portfolio, a series of Scudder Variable Series II, into the portfolio on

May 2, 2005.
3 Pursuant to an agreement with Scudder Variable Series I, the advisor, the underwriter and the accounting agent have agreed, through April 30, 2008,

to limit their respective fees and to reimburse other expenses to the extent necessary to limit total operating expenses of Class A shares of Growth and
Income Portfolio to 0.54%, excluding certain expenses such as extraordinary expenses, taxes, brokerage and interest.

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A Shares $55 $173 $302 $677
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The Portfolio Managers
The portfolio is managed by a team of investment professionals who each play an important role in the portfolio’s
management process. This team works for the advisor or its affiliates and is supported by a large staff of economists,
research analysts, traders and other investment specialists. The advisor or its affiliates believe(s) its team approach benefits
portfolio investors by bringing together many disciplines and leveraging its extensive resources.

The portfolio is managed by a team of investment professionals who collaborate to implement the portfolio’s investment
strategy. The team is led by a lead portfolio manager who is responsible for developing the portfolio’s investment strategy.
Each portfolio manager on the team has authority over all aspects of the portfolio’s investment portfolio, including but not
limited to, purchases and sales of individual securities, portfolio construction techniques, portfolio risk assessment and the
management of daily cash flows in accordance with portfolio holdings.

The following people handle the day-to-day management of the portfolio:

Theresa Gusman
Managing Director of Deutsche Asset Management
and Lead Portfolio Manager of the portfolio.
• Joined Deutsche Asset Management in 1995 and

the portfolio in 2005.
• Head of equity research for Americas; head of global

equity research team for materials: New York.
• Over 21 years of investment industry experience.
• BA, State University of New York — Stony Brook.

Gregory Y. Sivin, CFA
Vice President of Deutsche Asset Management and
Portfolio Manager of the portfolio.
• Joined Deutsche Asset Management in 2000 and the portfolio

in 2005.
• Head of the equity portfolio analytics team for active equity:

New York.
• Previously, six years of experience as senior

associate/quantitative analyst of small cap research
for Prudential Securities, group coordinator/research analyst in
the investment banking division for Goldman Sachs & Co. and
senior actuarial assistant in the commercial property group for
Insurance Services Office.

• BS, State University of New York — Stony Brook.

The portfolio’s Statement of Additional Information provides additional information about the portfolio managers’
investments in the portfolio, a description of their compensation structure and information regarding other accounts
they manage.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the
table are for a single share. The total return figures represent the percentage that an investor in the portfolio would
have earned (or lost), assuming all dividends and distributions were reinvested. This information has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, whose report, along with the portfolio’s
financial statements, is included in the annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

Growth and Income Portfolio — Class A

Years Ended December 31, 2004 2003 2002 2001 2000

Selected Per Share Data

Net asset value, beginning of period $ 8.50 $ 6.77 $ 8.90 $ 10.38 $ 10.96

Income (loss) from investment operations:
Net investment incomea .12 .07 .07 .09 .11

Net realized and unrealized gain (loss) on investment transactions .74 1.74 (2.12) (1.23) (.33)

Total from investment operations .86 1.81 (2.05) (1.14) (.22)

Less distributions from:
Net investment income (.07) (.08) (.08) (.12) (.15)

Net realized gains on investment transactions — — — (.22) (.21)

Total distributions (.07) (.08) (.08) (.34) (.36)

Net asset value, end of period $ 9.29 $ 8.50 $ 6.77 $ 8.90 $ 10.38

Total Return (%) 10.16 26.74 (23.13) (11.30) (2.10)

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 172 161 135 185 185

Ratio of expenses before expense reductions (%) .56 .59 .57 .57b .56

Ratio of expenses after expense reductions (%) .56 .59 .57 .56b .56

Ratio of net investment income (loss) (%) 1.37 .91 .92 .94 1.06

Portfolio turnover rate (%) 33 37 66 67 65

a Based on average shares outstanding during the period.
b The ratios of operating expenses excluding costs incurred in connection with a fund complex reorganization before and after expense reductions were

.56% and .56% for Class A.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to know
about:

• The portfolio may trade securities actively. This could raise transaction costs and, accordingly, lower performance.

• The advisor measures credit quality at the time it buys securities, using independent ratings or, for unrated securities, its
own credit analysis. If a security’s credit quality declines, the advisor will decide what to do with the security based on its
assessment of what would benefit shareholders most.

For more information
This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover of this prospectus tells you how to do this).

Keep in mind that there is no assurance that the portfolio will achieve its objective.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s portfolio holdings.

The Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the
“advisor”), Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank
Trust Company Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, makes the portfolio’s
investment decisions, buys and sells securities for the portfolio and conducts research that leads to these purchase and sale
decisions. DeIM and its predecessors have more than 80 years of experience managing mutual funds. DeIM provides a full
range of investment advisory services to institutional and retail clients. DeIM is also responsible for selecting brokers and
dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets.

Portfolio Name Fee Paid

Growth and Income Portfolio 0.475%
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Effective May 2, 2005, Growth and Income Portfolio pays a monthly investment management fee, based on the average
daily net assets of the portfolio, computed and accrued daily and payable monthly, at 1/12 of the annual rates shown
below:

Average Daily Net Assets Fee Rate

First $250 million 0.475%

Next $750 million 0.450%

Over $1 billion 0.425%

Regulatory and litigation matters
Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or their advisors. Publicity about mutual fund practices arising from these
industry-wide inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These
lawsuits, which previously have been reported in the press, involve purported class action and derivative lawsuits, making
various allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment
advisors and their affiliates, certain individuals, including in some cases fund Trustees, officers, and other parties. Each
Scudder fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these
lawsuits, or other lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding
market timing, revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on
currently available information, the funds’ investment advisors believe the likelihood that the pending lawsuits will have a
material adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their
ability to perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The portfolio offers two classes of shares. The information in this prospectus applies to Class A shares of the portfolio. Class A
shares are offered at net asset value and are not subject to 12b-1 fees.

Technically, the shareholders of Scudder Variable Series I (which includes the portfolio just described) are the participating
insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain variable annuity
contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance companies. The
insurance companies effectively pass through the ownership of portfolio shares to their contract owners and some may pass
through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio sells shares only to
separate accounts of insurance companies. As a contract owner, your premium payments are allocated to the portfolio by
the insurance companies in accordance with your contract. Please see the contract prospectus that accompanies this
prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, are not identical. Retail Funds may be smaller or larger than the portfolio and have different expense ratios
than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: When an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).

The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to the
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short- term or excessive trading, if any. In addition, the advisor and the
portfolio reserve the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.
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Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series I does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
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information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If the portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns, and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies,
including additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally
part of this prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090.

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

(800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series I 811-4257

(05/01/05) 1a-groinc
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International Portfolio

Prospectus
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Class A Shares

This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine whether
the information in this prospectus is truthful or complete. It is a criminal offense for anyone to inform you
otherwise.
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How the Portfolio Works

The portfolio is designed to serve as an investment option for certain variable

annuity contracts and variable life insurance policies. Your investment in the

portfolio is made in conjunction with one of these contracts or policies. The

portfolio has its own goal and strategy.

Remember that the portfolio is not a bank deposit. It is not insured or guaranteed

by the FDIC or any other government agency. Its share price will go up and down,

and you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life

insurance policy or variable annuity contract.
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International Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks long-term growth of capital primarily through diversified holdings of marketable foreign equity
investments (equities issued by foreign-based companies and listed on foreign exchanges.) Although the fund can invest in
companies of any size and from any country (other than the United States), it invests mainly in common stocks of
established companies in countries with developed economies.

In choosing stocks, the portfolio managers use a combination of two analytical disciplines:

Bottom-up research. The managers look for individual companies with a history of above-average growth, strong
competitive positioning, attractive prices relative to potential growth, sound financial strength and effective management,
among other factors.

The managers may favor different types of securities from different industries and companies at different times, while still
maintaining variety in terms of the types of securities, issuers and countries represented.

The managers will normally sell a stock when the managers believe its price is unlikely to go higher, its fundamentals have
deteriorated or other investments offer better opportunities.

The portfolio may lend its investment securities up to 33 1/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval.

Other Investments
While most of the portfolio’s foreign equities are common stocks, some may be other types of equities, such as convertible
securities, preferred stocks and depositary receipts. The portfolio is permitted, but not required, to use various types of
derivatives (contracts whose value is based on, for example, indexes, currencies or securities). The portfolio may use
derivatives in circumstances where the managers believe they offer an economical means of gaining exposure to a particular
asset class or to keep cash on hand to meet shareholder redemptions or other needs while maintaining exposure to the
market.

For temporary defensive purposes, the portfolio may invest up to 100% of its assets in Canadian and US Government
obligations or currencies, securities of companies incorporated in and having their principal place of business in Canada or
the US or in relatively stable investments, such as money market securities. In such a case, the portfolio would not be
pursuing its investment objective. However, the portfolio managers may choose not to use these strategies for various
reasons, even in very volatile market conditions.

The Main Risks of Investing in the Portfolio
There are several risk factors that could hurt the portfolio’s performance, cause you to lose money or cause the portfolio’s
performance to trail that of other investments.

Stock Market Risk. As with most stock portfolios, an important factor with this portfolio is how stock markets perform —
in this case, foreign markets. When foreign stock prices fall, you should expect the value of your investment to fall as well.
Because a stock represents ownership in its issuer, stock prices can be hurt by poor management, shrinking product
demand and other business risks. These may affect single companies as well as groups of companies. In addition,
movements in financial markets may adversely affect a stock’s price, regardless of how well the company performs. The
market as a whole may not favor the types of investments the portfolio makes and the portfolio may not be able to get
attractive prices for them.

Foreign Investment Risk. Foreign investments involve certain special risks, including:

• Political Risk. Some foreign governments have limited the outflow of profits to investors abroad, imposed restrictions on
the exchange or export of foreign currency, extended diplomatic disputes to include trade and financial relations, seized
foreign investment and imposed high taxes.

• Information Risk. Companies based in foreign markets are usually not subject to accounting, auditing and financial
reporting standards and practices as stringent as those in the US. Therefore, their financial reports may present an
incomplete, untimely or misleading picture of a foreign company, as compared to the financial reports of US
companies.
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• Liquidity Risk. Investments that trade less can be more difficult or more costly to buy, or to sell, than more liquid or
active investments. This liquidity risk is a factor of the trading volume of a particular investment, as well as the size and
liquidity of the entire local market. On the whole, foreign exchanges are smaller and less liquid than the US market.
This can make buying and selling certain investments more difficult and costly. Relatively small transactions in some
instances can have a disproportionately large effect on the price and supply of securities. In certain situations, it may
become virtually impossible to sell an investment in an orderly fashion at a price that approaches the managers’ estimate
of its value. For the same reason, it may at times be difficult to value the portfolio’s foreign investments.

• Regulatory Risk. There is generally less government regulation of foreign markets, companies and securities dealers than
in the US.

• Currency Risk. The portfolio invests in securities denominated in foreign currencies. This creates the possibility that
changes in exchange rates between foreign currencies and the US dollar will affect the US dollar value of foreign
securities or the income or gain received on these securities.

• Limited Legal Recourse Risk. Legal remedies for investors may be more limited than the remedies available in the US.

• Trading Practice Risk. Brokerage commissions and other fees may be higher for foreign investments than for US
investments. The procedures and rules governing foreign transactions and custody may also involve delays in payment,
delivery or recovery of money or investments.

• Taxes. Foreign withholding and certain other taxes may reduce the amount of income available to distribute to
shareholders of the portfolio. In addition, special US tax considerations may apply to the portfolio’s foreign investments.

Emerging Markets Risk. All of the risks of investing in foreign securities, as discussed above, are increased in connection
with investments in emerging markets securities. In addition, profound social changes and business practices that depart
from norms in developed countries’ economies have hindered the orderly growth of emerging economies and their markets
in the past and have caused instability. High levels of debt tend to make emerging economies heavily reliant on foreign
capital and vulnerable to capital flight. These countries are also more likely to experience high levels of inflation, deflation
or currency devaluation, which could also hurt their economies and securities markets. For these and other reasons,
investments in emerging markets are often considered speculative.

Pricing Risk. At times, market conditions might make it hard to value some investments. For example, if the portfolio has
valued its securities too highly, you may end up paying too much for portfolio shares when you buy into the portfolio. If
the portfolio underestimates their price, you may not receive the full market value for your portfolio shares when you sell.

IPO Risk. Securities purchased in initial public offerings (IPOs) may be very volatile, rising and falling rapidly, often based,
among other reasons, on investor perceptions rather than on economic factors. Additionally, investments in IPOs may
magnify the portfolio’s performance if it has a small asset base. The portfolio is less likely to experience a similar impact on
its performance as its assets grow because it is unlikely that the portfolio will be able to obtain proportionately larger IPO
allocations.

Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase a portfolio’s exposure to the market and magnify potential losses. There is no
guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or even
losses to the portfolio.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Another factor that could affect performance is:

• the managers could be incorrect in their analysis of industries, companies, economic trends, the relative attractiveness of
different securities, geographical trends or other matters

This portfolio is designed for investors who are interested in a broadly diversified international investment with the
emphasis on long-term growth of capital.
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Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable for an investor
to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows average annual returns for the portfolio and a broad-based market index (which, unlike the
portfolio, does not have any fees or expenses). The performance of both the portfolio and the index varies over time. All
figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

11.11 14.78 9.07 18.49 54.51 -21.70 -30.86 -18.37 27.75 16.53

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 29.06%, Q4 1999 Worst Quarter: -18.80%, Q3 2002

2005 Total Return as of March 31: -0.74%

Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years 10 Years

Portfolio — Class A 16.53 -8.03 5.30

Index 1 20.25 -1.13 5.62

Index 2 20.38 -0.77 5.94

Index 1: The MSCI EAFE Index is an unmanaged index that tracks international stock performance in the 21 developed markets of Europe, Australasia and
the Far East.*

Index 2: Morgan Stanley Capital International (MSCI) Europe, Australasia, the Far East (EAFE) & Canada Index, an unmanaged capitalization-weighted
measure of stock markets in Europe, Australia, the Far East and Canada.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information,
contact your participating insurance company.

* Effective July 1, 2004, the Morgan Stanley Capital International (MSCI) Europe, Australasia, Far East (EAFE) Index replaced the MSCI EAFE + Canada
Index as the portfolio’s benchmark index because the advisor believes it is more appropriate to measure the portfolio’s performance against the MSCI
EAFE Index as it more accurately reflects the portfolio’s investment strategy.
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How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee 0.87%

Distribution/Service (12b-1) Fee None

Other Expenses 0.17

Total Annual Operating Expenses* 1.04

* Pursuant to their respective agreements with Scudder Variable Series I, the advisor, the underwriter and the accounting agent have agreed, for the
one-year period commencing on May 1, 2005, to limit their respective fees and to reimburse other expenses to the extent necessary to limit total
operating expenses of Class A shares of International Portfolio to 1.37%, excluding certain expenses such as extraordinary expenses, taxes, brokerage
and interest.

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A Shares $106 $331 $574 $1,271

The Portfolio Managers
The portfolio is managed by a team of investment professionals who each play an important role in the portfolio’s
management process. This team works for the advisor or its affiliates and is supported by a large staff of economists,
research analysts, traders and other investment specialists. The advisor or its affiliates believe(s) its team approach benefits
portfolio investors by bringing together many disciplines and leveraging its extensive resources.

The portfolio is managed by a team of investment professionals who collaborate to implement the portfolio’s investment
strategy. The team is led by a lead portfolio manager who is responsible for developing the portfolio’s investment strategy.
Each portfolio manager on the team has authority over all aspects of the portfolio’s investment portfolio, including but not
limited to, purchases and sales of individual securities, portfolio construction techniques, portfolio risk assessment and the
management of daily cash flows in accordance with portfolio holdings.

The following people handle the day-to-day management of the portfolio:

Alex Tedder
Managing Director of Deutsche Asset
Management and Lead Manager of
the portfolio.
• Joined Deutsche Asset Management

in1994 and the portfolio in 2002.
• Previously, four years of experience

managing European equities and
responsible for the insurance sector at
Schroder Investment Management.

• Head of International Select Equity
strategy; portfolio manager and analyst
for Core EAFE strategy: London.

• MA, Freiburg University.

Matthias Knerr, CFA
Director, Deutsche Asset Management
and Manager of the portfolio.
• Joined Deutsche Asset Management

in1995 and the portfolio in 2004.
• Portfolio manager for EAFE Equities

and Global Equities.
• BS, Pennsylvania State University.

Sangita Uberoi, CFA
Director, Deutsche Asset Management
and Manager of the portfolio.
• Joined Deutsche Asset Management in

1994 and the portfolio in 2004.
• Portfolio manager for EAFE Equities.
• Previous experience includes two years

in equity research and investments at
Lehman Brothers and Smith Barney.

• BA, Tufts University.

The portfolio’s Statement of Additional Information provides additional information about the portfolio managers’
investments in the portfolio, a description of their compensation structure and information regarding other accounts they
manage.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the
table are for a single share. The total return figures represent the percentage that an investor in the portfolio would have
earned (or lost), assuming all dividends and distributions were reinvested. This information has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, whose report, along with the portfolio’s
financial statements, is included in the annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

International Portfolio — Class A
Years Ended December 31, 2004 2003 2002 2001 2000

Selected Per Share Data

Net asset value, beginning of period $ 8.26 $ 6.52 $ 8.05 $ 14.26 $ 20.34

Income (loss) from investment operations:
Net investment incomea .09 .09 .05 .06 .08

Net realized and unrealized gain (loss) on investment transactions 1.26 1.70 (1.52) (3.97) (4.24)

Total from investment operations 1.35 1.79 (1.47) (3.91) (4.16)

Less distributions from:
Net investment income (.11) (.05) (.06) (.05) (.09)

Net realized gains on investment transactions — — — (2.25) (1.83)

Total distributions (.11) (.05) (.06) (2.30) (1.92)

Net asset value, end of period $ 9.50 $ 8.26 $ 6.52 $ 8.05 $ 14.26

Total Return (%) 16.53 27.75 (18.37) (30.86) (21.70)

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 533 485 412 513 720

Ratio of expenses before expense reductions (%) 1.04 1.05 1.03 1.01b .96

Ratio of expenses after expense reductions (%) 1.04 1.05 1.03 1.00b .96

Ratio of net investment income (loss) (%) 1.05 1.32 .73 .64 .48

Portfolio turnover rate (%) 73 119 123 105 79

a Based on average shares outstanding during the period.
b The ratios of operating expenses excluding costs incurred in connection with a fund complex reorganization before and after expense reductions were

1.00% and 1.00% for Class A.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to know
about:

• The portfolio may trade securities actively. This could raise transaction costs and, accordingly, lower performance.

• The advisor measures credit quality at the time it buys securities, using independent ratings or, for unrated securities, its
own credit analysis. If a security’s credit quality declines, the advisor will decide what to do with the security based on its
assessment of what would benefit shareholders most.

For more information
This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover of this prospectus tells you how to do this).

Keep in mind that there is no assurance that the portfolio will achieve its objective.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s portfolio holdings.

The Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the
“advisor”), Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank
Trust Company Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, makes the portfolio’s
investment decisions, buys and sells securities for the portfolio and conducts research that leads to these purchase and sale
decisions. DeIM and its predecessors have more than 80 years of experience managing mutual funds. DeIM provides a full
range of investment advisory services to institutional and retail clients. DeIM is also responsible for selecting brokers and
dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets.

Portfolio Name Fee Paid

International Portfolio 0.870%
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Subadvisor for International Portfolio
Deutsche Asset Management Investment Services Ltd. (“DeAMIS”), One Appold Street, London, England, an affiliate of
the advisor, is the subadvisor to International Portfolio.

DeAMIS provides a full range of international investment advisory services to institutional and retail clients. DeAMIS is
an indirect, wholly owned subsidiary of Deutsche Bank AG. DeIM compensates DeAMIS out of the management fee it
receives from the portfolio.

Regulatory and litigation matters
Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or their advisors. Publicity about mutual fund practices arising from these
industry-wide inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These
lawsuits, which previously have been reported in the press, involve purported class action and derivative lawsuits, making
various allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment
advisors and their affiliates, certain individuals, including in some cases fund Trustees, officers, and other parties. Each
Scudder fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these
lawsuits, or other lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding
market timing, revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on
currently available information, the funds’ investment advisors believe the likelihood that the pending lawsuits will have a
material adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their
ability to perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The portfolio offers two classes of shares. The information in this prospectus applies to Class A shares of the portfolio. Class A
shares are offered at net asset value and are not subject to 12b-1 fees.

Technically, the shareholders of Scudder Variable Series I (which includes the portfolio just described) are the participating
insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain variable annuity
contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance companies. The
insurance companies effectively pass through the ownership of portfolio shares to their contract owners and some may pass
through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio sells shares only to
separate accounts of insurance companies. As a contract owner, your premium payments are allocated to the portfolio by
the insurance companies in accordance with your contract. Please see the contract prospectus that accompanies this
prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, are not identical. Retail Funds may be smaller or larger than the portfolio and have different expense ratios
than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: When an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).

The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to the
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short- term or excessive trading, if any. In addition, the advisor and the
portfolio reserve the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.
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Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series I does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
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information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If the portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns, and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies,
including additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally
part of this prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090.

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

(800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series I 811-4257

(05/01/05) 1a-int
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This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine whether
the information in this prospectus is truthful or complete. It is a criminal offense for anyone to inform you
otherwise.
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How the Portfolio Works

The portfolio is designed to serve as an investment option for certain variable

annuity contracts and variable life insurance policies. Your investment in the

portfolio is made in conjunction with one of these contracts or policies. The

portfolio has its own goal and strategy.

Remember that the portfolio is not a bank deposit. It is not insured or guaranteed

by the FDIC or any other government agency. Its share price will go up and down,

and you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life

insurance policy or variable annuity contract.
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Money Market Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks to maintain stability of capital and, consistent therewith, to maintain the liquidity of capital and to
provide current income.

The portfolio pursues its goal by investing exclusively in high quality short-term securities, as well as repurchase
agreements.

While the portfolio’s advisor gives priority to earning income and maintaining the value of the portfolio’s principal at
$1.00 per share, all money market instruments, including US Government obligations, can change in value when interest
rates change or an issuer’s creditworthiness changes.

The portfolio seeks to achieve its goal of current income by investing in high quality money market securities and
maintains a dollar-weighted average maturity of 90 days or less. The portfolio is managed in accordance with Rule 2a-7
under the Investment Company Act of 1940. The portfolio follows two policies designed to maintain a stable share price:

• Portfolio securities are denominated in US dollars and generally have remaining maturities of 397 days (about 13
months) or less at the time of purchase. The portfolio may also invest in securities that have features that reduce their
maturities to 397 days or less at the time of purchase.

• The portfolio buys US Government debt obligations, money market instruments and other debt obligations that at the
time of purchase:

– have received one of the two highest short-term ratings from two nationally recognized statistical rating organizations
(NRSROs);

– have received one of the two highest short-term ratings from one NRSRO (if only one organization rates the
security);

– are unrated, but are determined to be of comparable quality by the investment advisor; or

– have no short-term rating, but are rated in one of the top three highest long-term rating categories, or are determined
to be of comparable quality by the advisor.

The portfolio primarily invests in the following types of investments:

The portfolio may invest in high quality, short-term, US dollar denominated money market instruments paying a fixed,
variable or floating interest rate. These include:

• Debt obligations issued by US and foreign banks, financial institutions, corporations or other entities, including
certificates of deposit, euro-time deposits, commercial paper (including asset backed commercial paper), and notes.
Securities that do not satisfy the maturity restrictions for a money market portfolio may be specifically structured so that
they are eligible investments for money market portfolios. For example, some securities have features which have the
effect of shortening the security’s maturity.

• US Government securities that are issued or guaranteed by the US Treasury, or by agencies or instrumentalities of the
US Government.

• Repurchase agreements, which are agreements to buy securities at one price, with a simultaneous agreement to sell back
the securities at a future date at an agreed-upon price.

• Asset-backed securities, which are generally participations in a pool of assets whose payment is derived from the
payments generated by the underlying assets. Payments on the asset-backed security generally consist of interest and/or
principal.

The portfolio may invest up to 10% of its total assets in other money market mutual funds in accordance with applicable
regulations.

Working in conjunction with the portfolio managers, the credit team screens potential securities and develops a list of
those that the portfolio may buy. The managers, looking for attractive yield and weighing considerations such as credit
quality, economic outlooks and possible interest rate movements, then decide which securities on this list to buy. The
managers may adjust the portfolio’s exposure to interest rate risk, typically seeking to take advantage of possible rises in
interest rates and to preserve yield when interest rates appear likely to fall.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval.



MONEY MARKET PORTFOLIO4 SCUDDER VARIABLE SERIES I

The Main Risks of Investing in the Portfolio
There are several risk factors that could reduce the yield you get from the portfolio or make it perform less well than other
investments.

Interest Rate Risk. Money market instruments, like all debt securities, face the risk that the securities will decline in value
because of changes in interest rates. Generally, investments subject to interest rate risk will decrease in value when interest
rates rise and increase in value when interest rates decline. To minimize such price fluctuations, the portfolio limits the
dollar-weighted average maturity of the securities held by the portfolio to 90 days or less. Generally, the price of short-term
investments fluctuates less than longer-term bonds. Income earned on floating or variable rate securities will vary as
interest rates decrease or increase.

Credit Risk. A money market instrument’s credit quality depends on the issuer’s ability to pay interest on the security and
repay the debt: the lower the credit rating, the greater the risk that the security’s issuer will default, or fail to meet its
payment obligations. The credit risk of a security may also depend on the credit quality of any bank or financial
institution that provides credit enhancement for it. To minimize credit risk, the portfolio only buys high quality securities
with minimal credit risk. Also, the portfolio only buys securities with remaining maturities of 397 days (approximately
13 months) or less. This reduces the risk that the issuer’s creditworthiness will change, or that the issuer will default on the
principal and interest payments of the obligation. Additionally, some securities issued by US Government agencies or
instrumentalities are supported only by the credit of that agency or instrumentality. There is no guarantee that the US
Government will provide support to such agencies or instrumentalities and such securities may involve risk of loss of
principal and interest.

Market Risk. Although individual securities may outperform their market, the entire market may decline as a result of
rising interest rates, regulatory developments or deteriorating economic conditions.

Security Selection Risk. While the portfolio invests in short-term securities, which by their nature are relatively stable
investments, the risk remains that the securities in which the portfolio invests will not perform as expected. This could
cause the portfolio’s returns to lag behind those of similar money market funds.

Repurchase Agreement Risk. A repurchase agreement exposes the portfolio to the risk that the party that sells the
securities may default on its obligation to repurchase them. In this circumstance, the portfolio can lose money because:

• it cannot sell the securities at the agreed-upon time and price; or

• the securities lose value before they can be sold.

The portfolio seeks to reduce this risk by monitoring the creditworthiness of the sellers with whom it enters into
repurchase agreements. The portfolio also monitors the value of the securities to ensure that they are at least equal to the
total amount of the repurchase obligations, including interest and accrued interest.

Prepayment Risk. When a bond issuer, such as an issuer of asset backed securities, retains the right to pay off a high
yielding bond before it comes due, the portfolio may have no choice but to reinvest the proceeds at lower interest rates.
Thus, prepayment may reduce the fund’s income. It may also create a capital gains tax liability, because bond issuers
usually pay a premium for the right to pay off bonds early.

Although the portfolio seeks to preserve the value of your investment at $1.00 per share, this share price isn’t guaranteed
and you could lose money by investing in the portfolio.

This portfolio may make sense for investors who are interested in capital preservation or want a portfolio for the cash
portion of an allocation plan.



MONEY MARKET PORTFOLIO 5SCUDDER VARIABLE SERIES I

Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable for an investor
to know.

The bar chart shows how portfolio performance has varied from year to year, which may give some idea of risk. The table
shows average annual returns for the portfolio. The performance of the portfolio varies over time. All figures on this page
assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year

5.65 5.09 5.25 5.29 4.99 6.21 3.88 1.49 0.82 0.90

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 1.60%, Q4 2000 Worst Quarter: 0.15%, Q2 2004

2005 Total Return as of March 31: 0.49%

Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years 10 Years

0.90 2.64 3.94

7-day effective yield as of December 31, 2004: 1.70%

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information,
contact your participating insurance company.

How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table

Annual Operating Expenses, deducted from portfolio assets

Management Fee 0.37%

Distribution/Service (12b-1) Fee None

Other Expenses 0.16

Total Annual Operating Expenses* 0.53
* Pursuant to their respective agreements with Scudder Variable Series I, the investment manager, the underwriter and the accounting agent have

agreed, for the one-year period commencing on May 1, 2005, to limit their fees and to reimburse other expenses to the extent necessary to limit total
operating expenses of Scudder Money Market Portfolio to 0.68%, excluding certain expenses such as extraordinary expenses, taxes, brokerage and
interest.
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Based on the costs above, this example helps you compare the expenses of the portfolio to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

$54 $170 $296 $665

The Portfolio Managers
A group of investment professionals is responsible for the day- to- day management of the portfolio. These investment
professionals have a broad range of experience managing money market portfolios.

Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the table
are for a single share. The total return figures represent the percentage that an investor in the portfolio would have earned
or lost, assuming all dividends and distributions were reinvested. This information has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, whose report, along with the portfolio’s
financial statements, is included in the portfolio’s annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

Money Market Portfolio

Years Ended December 31, 2004 2003 2002 2001 2000

Selected Per Share Data

Net asset value, beginning of period $ 1.00 $ 1.00 $ 1.00 $ 1.00 $ 1.00

Income from investment operations:
Net investment income .009 .008 .015 .038 .060

Less distributions from:
Net investment income (.009) (.008) (.015) (.038) (.060)

Net asset value, end of period $ 1.00 $ 1.00 $ 1.00 $ 1.00 $ 1.00

Total Return (%) .90 .82 1.49 3.88 6.21

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 55 70 101 139 121

Ratio of expenses before expense reductions (%) .53 .48 .43 .46a .46

Ratio of expenses after expense reductions (%) .53 .48 .43 .45a .46

Ratio of net investment income (%) .89 .83 1.49 3.77 6.00

a The ratios of expenses excluding costs incurred in connection with a fund complex reorganization before and after expense reductions were .45% and
.45%, respectively.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to know
about:

• The portfolio may trade securities actively. This could raise transaction costs and, accordingly, lower performance.

• The advisor measures credit quality at the time it buys securities, using independent ratings or, for unrated securities, its
own credit analysis. If a security’s credit quality declines, the advisor will decide what to do with the security based on its
assessment of what would benefit shareholders most.

For more information
This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover of this prospectus tells you how to do this).

Keep in mind that there is no assurance that the portfolio will achieve its objective.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s portfolio holdings.

The Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the
“advisor”), Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank
Trust Company Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, makes the portfolio’s
investment decisions, buys and sells securities for the portfolio and conducts research that leads to these purchase and sale
decisions. DeIM and its predecessors have more than 80 years of experience managing mutual funds. DeIM provides a full
range of investment advisory services to institutional and retail clients. DeIM is also responsible for selecting brokers and
dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets.

Portfolio Name Fee Paid

Money Market Portfolio 0.370%



THE INVESTMENT ADVISOR8 SCUDDER VARIABLE SERIES I

Regulatory and litigation matters
Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or their advisors. Publicity about mutual fund practices arising from these
industry-wide inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These
lawsuits, which previously have been reported in the press, involve purported class action and derivative lawsuits, making
various allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment
advisors and their affiliates, certain individuals, including in some cases fund Trustees, officers, and other parties. Each
Scudder fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these
lawsuits, or other lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding
market timing, revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on
currently available information, the funds’ investment advisors believe the likelihood that the pending lawsuits will have a
material adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their
ability to perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
Technically, the shareholders of Scudder Variable Series I (which includes the portfolio just described) are the participating
insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain variable annuity
contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance companies. The
insurance companies effectively pass through the ownership of portfolio shares to their contract owners and some may pass
through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio sells shares only to
separate accounts of insurance companies. As a contract owner, your premium payments are allocated to the portfolio by
the insurance companies in accordance with your contract. Please see the contract prospectus that accompanies this
prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, are not identical. Retail Funds may be smaller or larger than the portfolio and have different expense ratios
than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: When an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

Since Money Market Portfolio will be investing in instruments that normally require immediate payment in Federal funds
(monies credited to a bank’s account with its regional Federal Reserve Bank), the portfolio has adopted certain procedures
for the convenience of its shareholders and to ensure that Money Market Portfolio receives investable funds.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Since Money Market Portfolio holds short-term instruments and is intended to provide liquidity to shareholders, the
advisor does not monitor or limit short-term and excessive trading activity in Money Market Portfolio and, accordingly,
the Board has not approved any policies and procedures designed to limit this activity. However, the portfolio reserves the
right to and may reject or cancel a purchase or exchange order into a money market fund for any reason, including if, in
the opinion of the advisor, there appears to be a pattern of short-term and excessive trading by an investor in other
Scudder funds.

Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series I does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.
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How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

The share price or net asset value per share is normally $1.00, calculated using amortized cost value (the method used by
most money market funds).

Distributions
The portfolio intends to declare its net investment income as a dividend daily and distribute dividends monthly. The
portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If the portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns, and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies,
including additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally
part of this prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090.

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

(800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series I 811-4257

(05/01/05) 1a-mm
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Prospectus
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Class A Shares

This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine
whether the information in this prospectus is truthful or complete. It is a criminal offense for anyone to
inform you otherwise.
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How the Portfolio Works
The portfolio is designed to serve as an investment option for certain variable
annuity contracts and variable life insurance policies. Your investment in the
portfolio is made in conjunction with one of these contracts or policies.

Remember that the portfolio is not a bank deposit. It’s not insured or guaranteed
by the FDIC or any other government agency. Its share prices will go up and down,
so be aware that you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life
insurance policy or variable annuity contract.
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Scudder Government & Agency Securities Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks high current income consistent with preservation of capital.

Under normal circumstances, the portfolio invests at least 80% of net assets, plus the amount of any borrowings for
investment purposes, in US government securities and repurchase agreements of US government securities. US
government-related debt instruments in which the portfolio may invest include:

• direct obligations of the US Treasury;

• securities such as Ginnie Maes which are mortgage−backed securities issued and guaranteed by the Government
National Mortgage Association (GNMA) and supported by the full faith and credit of the United States; and

• securities issued or guaranteed, as to their payment of principal and interest, by US government agencies or government
sponsored entities, some of which may be supported only by the credit of the issuer.

In deciding which types of government bonds to buy and sell, the portfolio managers first consider the relative
attractiveness of Treasuries compared to other US government and agency securities and determine allocations for each.
Their decisions are generally based on a number of factors, including interest rate outlooks and changes in supply and
demand within the bond market.

In choosing individual bonds, the managers review each bond’s fundamentals, compare the yields of shorter maturity
bonds to those of longer maturity bonds and use specialized analysis to project prepayment rates and other factors that
could affect a bond’s attractiveness.

The managers may adjust the duration (a measure of sensitivity to interest rate movements) of the portfolio, depending on
their outlook for interest rates.

The portfolio may lend its investment securities up to 33 1/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval. However, the Board will provide shareholders with at least 60 days’ notice prior to
making any changes to the portfolio’s 80% investment policy.

Credit Quality Policies

This portfolio normally invests all of its assets in securities issued or guaranteed by the US government, its agencies or
instrumentalities. These securities are generally considered to be among the very highest quality securities.

Other Investments

Although not one of its principal investment strategies, the portfolio is permitted, but not required, to use various types of
derivatives (contracts whose value is based on, for example, indices or securities). The portfolio may use derivatives in
circumstances where the managers believe they offer an economical means of gaining exposure to a particular asset class or
to keep cash on hand to meet shareholder redemptions or other needs while maintaining exposure to the market.

As a temporary defensive measure, the portfolio could shift up to 100% of assets into investments such as money market
securities. This measure could prevent losses, but, while engaged in a temporary defensive position, the portfolio will not
be pursuing its investment objective. However, the portfolio managers may choose not to use these strategies for various
reasons, even in very volatile market conditions.
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The Main Risks of Investing in the Portfolio
There are several risk factors that could hurt the portfolio’s performance, cause you to lose money or cause the portfolio’s
performance to trail that of other investments.

Interest Rate Risk. Generally, fixed income securities will decrease in value when interest rates rise. The longer the effective
maturity of the portfolio’s securities, the more sensitive it will be to interest rate changes. (As a general rule, a 1% rise in
interest rates means a 1% fall in value for every year of duration.) As interest rates decline, the issuers of securities held by
the portfolio may prepay principal earlier than scheduled, forcing the portfolio to reinvest in lower yielding securities. This
prepayment may reduce the portfolio’s income. As interest rates increase, slower than expected principal payments may
extend the average life of fixed income securities. This will have the effect of locking in a below-market interest rate,
increasing the portfolio’s duration and reducing the value of such a security. Because the portfolio focuses its investments
on mortgage-related securities, it is more vulnerable to both of these risks.

Agency Risk. Some securities issued by US government agencies or instrumentalities are supported only by the credit of
that agency or instrumentality while other government securities have an additional line of credit with the US Treasury.
There is no guarantee that the US government will provide support to such agencies or instrumentalities and such
securities may involve risk of loss of principal and interest. The full faith and credit guarantee of the US government
doesn’t protect the portfolio against market-driven declines in the prices or yields of these securities, nor does it apply to
shares of the portfolio itself.

Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements; and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase the portfolio’s exposure to the market and magnify potential losses. There is no
guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or even
losses to the portfolio.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Another factor that could affect performance is:

• the managers could be incorrect in their analysis of economic trends, the relative attractiveness of different securities or
other matters.

This portfolio may appeal to investors who want a portfolio that searches for attractive yields generated by US government
securities.
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Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable information
for an investor to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows how average annual returns for the portfolio’s Class A shares compare with a broad-based
market index (which, unlike the portfolio, does not have any fees or expenses). The performance of both the portfolio and
the index varies over time. All figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

18.98 2.56 8.96 7.03 0.68 10.93 7.48 8.05 2.26 3.75

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 6.07%, Q2 1995 Worst Quarter: −1.99%, Q1 1996 

2005 Total Return as of March 31: −0.10%

Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years 10 Years

Portfolio — Class A 3.75 6.45 6.95

Index 4.35 7.00 7.54

Index: The Lehman Brothers GNMA Index is an unmanaged market value-weighted measure of all fixed rate securities backed by mortgage pools of the
Government National Mortgage Association.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information, contact
your participating insurance company.
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How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee 0.55%

Distribution/Service (12b-1) Fee None

Other Expenses 0.06

Total Annual Operating Expenses 0.61

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A shares $62 $195 $340 $762

The Portfolio Managers
The portfolio is managed by a team of investment professionals who each play an important role in the portfolio’s
management process. This team works for the advisor or its affiliates and is supported by a large staff of economists,
research analysts, traders and other investment specialists. The advisor or its affiliates believe(s) its team approach benefits
portfolio investors by bringing together many disciplines and leveraging its extensive resources.

The portfolio is managed by a team of investment professionals who collaborate to implement the portfolio’s investment
strategy. The team is led by co-managers who are responsible for developing the portfolio’s investment strategy. Each
portfolio manager on the team has authority over all aspects of the portfolio’s investment portfolio, including but not
limited to, purchases and sales of individual securities, portfolio construction techniques, portfolio risk assessment and the
management of daily cash flows in accordance with portfolio holdings.

The following people handle the day-to-day management of the portfolio:

Sean P. McCaffrey, CFA
Managing Director of Deutsche Asset Management and
Co-Manager of the portfolio.

• Joined Deutsche Asset Management in 1996 after five years
of experience as fixed income analyst at Fidelity Investments.

• Portfolio manager for structured and quantitatively based
active investment-grade and enhanced fixed income
strategies underlying retail mutual fund and institutional
mandates.

• Head of the Fixed Income Enhanced Strategies & Mutual
Funds Team: New York.

• Joined the portfolio in 2002.
• BS, Carnegie–Mellon University; MBA, Yale University.

William Chepolis, CFA
Managing Director of Deutsche Asset Management and
Co-Manager of the portfolio.

• Joined Deutsche Asset Management in 1998 after 13 years
of experience as vice president and portfolio manager for
Norwest Bank where he managed the bank’s fixed income
and foreign exchange portfolios.

• Senior Mortgage Backed Portfolio Manager: New York.
• Joined the portfolio in 2002.
• BIS, University of Minnesota.

The portfolio’s Statement of Additional Information provides additional information about the portfolio managers’
investments in the portfolio, a description of their compensation structure and information regarding other accounts they
manage.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the table
are for a single share. The total return figures represent the percentage that an investor in the portfolio would have earned
(or lost), assuming all dividends and distributions were reinvested. This information has been audited by Ernst & Young
LLP, independent registered public accounting firm, whose report, along with the portfolio’s financial statements, is
included in the portfolio’s annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

Scudder Government & Agency Securities Portfolio — Class A

Years Ended December 31, 2004 2003 2002 2001a 2000b

Selected Per Share Data
Net asset value, beginning of period $ 12.54 $ 12.84 $ 12.32 $ 11.96 $ 11.56

Income from investment operations:
Net investment incomec .44 .31 .62 .61 .75

Net realized and unrealized gain (loss) on investment transactions .03 (.04) .35 .25 .45

Total from investment operations .47 .27 .97 .86 1.20

Less distributions from:
Net investment income (.35) (.35) (.45) (.50) (.80)

Net realized gain on investment transactions (.11) (.22) — — —

Total distributions (.46) (.57) (.45) (.50) (.80)

Net asset value, end of period $ 12.55 $ 12.54 $ 12.84 $ 12.32 $ 11.96

Total Return (%) 3.75e 2.26 8.05 7.48 10.93

Ratios to Average Net Assets and Supplemental Data
Net assets, end of period ($ millions) 280 347 551 305 152

Ratio of expenses (%) .61 .61 .59 .60 .61

Ratio of net investment income (loss) (%) 3.59 2.50 4.96 5.06 6.60

Portfolio turnover rate (%) 226d 511d 534d 334 173

a As required, effective January 1, 2001, the Portfolio has adopted the provisions of the AICPA Audit and Accounting Guide for Investment Companies
and began amortizing premium on debt securities. In addition, gain/losses on paydowns on mortgage-backed securities which were included in realized
gain/loss on investment transactions prior to January 1, 2001 are included as interest income. The effect of this change for the year ended December
31, 2001 was to decrease net investment income per share by $.08, increase net realized and unrealized gains and losses per share by $.08 and
decrease the ratio of net investment income to average net assets from 5.67% to 5.06%. Per share, ratios and supplemental data for periods prior to
January 1, 2001 have not been restated to reflect this change in presentation.

b On June 18, 2001, the Portfolio implemented a 1 for 10 reverse stock split. Per share information, for the periods prior to December 31, 2001, has
been restated to reflect the effect of the split. Shareholders received 1 share for every 10 shares owned and net asset value per share increased
correspondingly.

c Based on average shares outstanding during the period.
d The portfolio turnover rate including mortgage dollar roll transactions was 391%, 536% and 651% for the periods ended December 31, 2004,

December 31, 2003 and December 31, 2002, respectively.
e Reimbursement of $2,420 due to disposal of investments in violation of restrictions had no effect on total return.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to
know about:

• The portfolio may trade securities actively. This strategy could raise transaction costs and, accordingly, lower
performance.

• The advisor or the portfolio’s subadvisor may establish a debt security’s credit quality when it buys a security, using
independent ratings, or for unrated securities, its own credit determination. When ratings don’t agree, the portfolio may
use the higher rating. If a security’s credit quality falls, the advisor or subadvisor will determine whether selling it would
be in the portfolio’s best interest.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s holdings.

This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover tells you how to do this).

Keep in mind that there is no assurance that any mutual fund will achieve its goal.

Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the “advisor”),
Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank Trust Company
Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight, across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, or the subadvisor make the
portfolio’s investment decisions, buy and sell securities for the portfolio and conduct research that leads to these purchase and
sale decisions. DeIM has more than 80 years of experience managing mutual funds and provides a full range of investment
advisory services to institutional and retail clients. The portfolio’s investment advisor or the subadvisor is also responsible for
selecting brokers and dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets:

Portfolio Name Fee Paid

Scudder Government & Agency Securities Portfolio 0.55%
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Regulatory and Litigation Matters

Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or the advisor. Publicity about mutual fund practices arising from these industry-wide
inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These lawsuits, which
previously have been reported in the press, involve purported class action and derivative lawsuits, making various
allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment advisor and
its affiliates, certain individuals, including in some cases fund Trustees/Directors, officers, and other parties. Each Scudder
fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these lawsuits, or other
lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding market timing,
revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on currently
available information, the funds’ investment advisor believes the likelihood that the pending lawsuits will have a material
adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their ability to
perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The information in this prospectus applies to Class A shares of the portfolio. Class A shares are offered at net asset value.
The portfolio has another class of shares which is offered separately.

Technically, the shareholders of Scudder Variable Series II (which includes the portfolio just described) are the
participating insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain
variable annuity contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance
companies. The insurance companies effectively pass through the ownership of portfolio shares to their contract owners
and some may pass through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio
sells shares only to separate accounts of insurance companies. As a contract owner, your premium payments are allocated
to the portfolio by the insurance companies in accordance with your contract. Please see the contract prospectus that
accompanies this prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, may not be identical. Retail Funds may be smaller or larger than the portfolio and have different expense
ratios than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: when an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and the insurance company may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series II does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).
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The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to a
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short-term or excessive trading, if any. In addition, the advisor and the
portfolio reserves the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
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principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If a portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies, including
additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally part of this
prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090. 

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

 (800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series II 811-5002

(05/01/05) 2a−GAS
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This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine
whether the information in this prospectus is truthful or complete. It is a criminal offense for anyone to
inform you otherwise.
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How the Portfolio Works
The portfolio is designed to serve as an investment option for certain variable
annuity contracts and variable life insurance policies. Your investment in the
portfolio is made in conjunction with one of these contracts or policies.

Remember that the portfolio is not a bank deposit. It’s not insured or guaranteed
by the FDIC or any other government agency. Its share prices will go up and down,
so be aware that you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life
insurance policy or variable annuity contract.
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Scudder High Income Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks to provide a high level of current income.

Under normal circumstances, this portfolio generally invests at least 65% of net assets, plus the amount of any borrowings
for investment purposes, in junk bonds, which are those rated below the fourth highest credit rating category (i.e., grade
BB/Ba and below). Compared to investment-grade bonds, junk bonds may pay higher yields, have higher volatility and
higher risk of default on payments of interest or principal. The portfolio may invest up to 50% of total assets in bonds
denominated in US dollars or foreign currencies from foreign issuers.

The portfolio manager focuses on careful cash flow and total return analysis, and broad diversification among countries,
sectors, industries and individual issuers and maturities. The manager uses an active process which emphasizes
risk-adjusted relative value in a global environment, managing on a total return basis, and using intensive research to
identify stable to improving credit situations that may provide yield compensation for the risk of investing in below
investment-grade fixed income securities (junk bonds).

The investment process involves using primarily a “bottom-up” approach by using relative value and fundamental analysis
to select the best securities within each industry, and a top-down approach to assess the overall risk and return in the
market and which considers macro trends in the economy. To select securities or investments, the portfolio manager:

• analyzes economic conditions for improving or undervalued sectors and industries;

• uses independent credit research and on-site management visits to evaluate individual issuers’ debt service, growth rate,
and both downgrade and upgrade potential;

• assesses new issues versus secondary market opportunities; and

• seeks issuers within attractive industry sectors and with strong long-term fundamentals and improving credits.

The portfolio manager intends to maintain a dollar-weighted effective average portfolio maturity of seven to ten years. The
portfolio’s average portfolio maturity may vary and may be shortened by certain of the portfolio’s securities which have
floating or variable interest rates or include put features that provide the portfolio the right to sell the security at face value
prior to maturity. Subject to its portfolio maturity policy, the portfolio may purchase individual securities with any
stated maturity.

The dollar-weighted average portfolio maturity may be shorter than the stated maturity due to several factors, including but
not limited to, prepayment patterns, call dates and put features. In implementing this strategy, the portfolio may experience a
high portfolio turnover rate.

The portfolio may lend its investment securities up to 331/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval.

Other Investments

Although not one of its principal investment strategies, the portfolio is permitted, but not required, to use various types of
derivatives (contracts whose value is based on, for example, indices, currencies or securities). In particular, the portfolio
may use futures, currency options and forward currency transactions. The portfolio may use derivatives in circumstances
where the manager believes they offer an economical means of gaining exposure to a particular asset class or to keep cash
on hand to meet shareholder redemptions or other needs while maintaining exposure to the market.

As a temporary defensive measure, the portfolio could shift up to 100% of assets into investments such as money market
securities. This measure could prevent losses, but, while engaged in a temporary defensive position, the portfolio will not
be pursuing its investment objective. However, the portfolio manager may choose not to use these strategies for various
reasons, even in very volatile market conditions.
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The Main Risks of Investing in the Portfolio
There are several risk factors that could hurt the portfolio’s performance, cause you to lose money or cause the portfolio’s
performance to trail that of other investments.

Credit Risk. A portfolio purchasing bonds faces the risk that the creditworthiness of the issuer may decline, causing the
value of its bonds to decline. In addition, an issuer may be unable or unwilling to to make timely payments on the interest
and principal on the bonds it has issued. Because the issuers of high yield bonds (rated below the fourth highest category)
may be in uncertain financial health, the prices of their bonds can be more vulnerable to bad economic news or even the
expectation of bad news, than investment-grade bonds. In some cases, bonds may decline in credit quality or go into
default. Because this portfolio may invest in securities not paying current interest or in securities already in default, these
risks may be more pronounced.

Interest Rate Risk. Generally, fixed income securities will decrease in value when interest rates rise. The longer the effective
maturity of the portfolio’s securities, the more sensitive it will be to interest rate changes. (As a general rule, a 1% rise in
interest rates means a 1% fall in value for every year of duration.) As interest rates decline, the issuers of securities held by
the portfolio may prepay principal earlier than scheduled, forcing the portfolio to reinvest in lower yielding securities. This
prepayment may reduce the portfolio’s income. As interest rates increase, slower than expected principal payments may
extend the average life of fixed income securities. This will have the effect of locking in a below-market interest rate,
increasing the portfolio’s duration and reducing the value of such a security. Because the portfolio may invest in
mortgage-related securities, it is more vulnerable to both of these risks.

Market Risk. Deteriorating market conditions might cause a general weakness in the market that reduces the overall level
of securities prices in that market. Developments in a particular class of bonds or the stock market could also adversely
affect the portfolio by reducing the relative attractiveness of bonds as an investment. Also, to the extent that the portfolio
emphasizes bonds from any given industry, it could be hurt if that industry does not do well.

Foreign Investment Risk. Foreign investments involve certain special risks, including:

• Political Risk.  Some foreign governments have limited the outflow of profits to investors abroad, imposed restrictions
on the exchange or export of foreign currency, extended diplomatic disputes to include trade and financial relations,
seized foreign investment and imposed high taxes.

• Information Risk.  Companies based in foreign markets are usually not subject to accounting, auditing and financial
reporting standards and practices as stringent as those in the US. Therefore, their financial reports may present an
incomplete, untimely or misleading picture of a foreign company, as compared to the financial reports of US
companies.

• Liquidity Risk. Investments that trade less can be more difficult or more costly to buy, or to sell, than more liquid or
active investments. This liquidity risk is a factor of the trading volume of a particular investment, as well as the size and
liquidity of the entire local market. On the whole, foreign exchanges are smaller and less liquid than the US market.
This can make buying and selling certain investments more difficult and costly. Relatively small transactions in some
instances can have a disproportionately large effect on the price and supply of securities. In certain situations, it may
become virtually impossible to sell an investment in an orderly fashion at a price that approaches the managers’ estimate
of its value. For the same reason, it may at times be difficult to value the portfolio’s foreign investments.

• Regulatory Risk. There is generally less government regulation of foreign markets, companies and securities dealers than
in the US.

• Currency Risk. The portfolio invests in securities denominated in foreign currencies. This creates the possibility that
changes in exchange rates between foreign currencies and the US dollar will affect the US dollar value of foreign
securities or the income or gain received on these securities.

• Limited Legal Recourse Risk. Legal remedies for investors may be more limited than the remedies available in the US.

• Trading Practice Risk. Brokerage commissions and other fees may be higher for foreign investments than for US
investments. The procedures and rules governing foreign transactions and custody may also involve delays in payment,
delivery or recovery of money or investments.

• Taxes. Foreign withholding and certain other taxes may reduce the amount of income available to distribute to
shareholders of the portfolio. In addition, special US tax considerations may apply to the portfolio’s foreign investments.
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Emerging Markets Risk. All of the risks of investing in foreign securities, as discussed above, are increased in connection
with investments in emerging markets securities. In addition, profound social changes and business practices that depart
from norms in developed countries’ economies have hindered the orderly growth of emerging economies and their markets
in the past and have caused instability. High levels of debt tend to make emerging economies heavily reliant on foreign
capital and vulnerable to capital flight. These countries are also more likely to experience high levels of inflation, deflation
or currency devaluation, which could also hurt their economies and securities markets. For these and other reasons,
investments in emerging markets are often considered speculative.

Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements; and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase the portfolio’s exposure to the market and magnify potential losses. There is no
guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or even
losses to the portfolio.

Pricing Risk. At times, market conditions might make it hard to value some investments. For example, if the portfolio has
valued its securities too highly, you may end up paying too much for portfolio shares when you buy into the portfolio. If
the portfolio underestimates their price, you may not receive the full market value for your portfolio shares when you sell.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Another factor that could affect performance is:

• the manager could be incorrect in his analysis of industries, companies, economic trends, the relative attractiveness of
different securities, geographical trends or other matters.

Investors who seek high current income and can accept risk of loss of principal may be interested in this portfolio.
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Performance

While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable information
for an investor to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows how average annual returns for the portfolio’s Class A shares compare with two broad-based
market indices (which, unlike the portfolio, do not have any fees or expenses). The performance of both the portfolio and
the indices vary over time. All figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

17.40 14.06 11.61 1.45 2.15 −8.68 2.63 −0.30 24.62 12.42

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 8.59%, Q2 2003 Worst Quarter: −6.66%, Q3 1998 

2005 Total Return as of March 31: −0.91%

Average Annual Total Returns (%) as of 12/31/2004

    1 Year 5 Years 10 Years

Portfolio — Class A 12.42 5.53 7.32

Index 11.95 8.17 8.62

Index: The CS First Boston High Yield Index is an unmanaged trader-priced portfolio, constructed to mirror the global high-yield market.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information, contact
your participating insurance company.
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How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee 0.60%

Distribution/Service (12b-1) Fee None

Other Expenses 0.06

Total Annual Operating Expenses 0.66

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A shares $67 $211 $368 $822

The Portfolio Manager
The following person handles the day-to-day management of the portfolio:

Andrew P. Cestone
Managing Director of Deutsche Asset Management and
Lead Manager of the portfolio.

• Joined Deutsche Asset Management in 1998 and the
portfolio in 2002.

• Prior to that, investment analyst, Phoenix Investment
Partners, from 1997 to 1998.

• Prior to that, Credit Officer, asset based lending group,
Fleet Bank, from 1995 to 1997.

• BA, University of Vermont.

The portfolio’s Statement of Additional Information provides additional information about the portfolio manager’s
investments in the portfolio, a description of his compensation structure and information regarding other accounts
he manages.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the table
are for a single share. The total return figures represent the percentage that an investor in the portfolio would have earned
(or lost), assuming all dividends and distributions were reinvested. This information has been audited by Ernst & Young
LLP, independent registered public accounting firm, whose report, along with the portfolio’s financial statements, is
included in the portfolio’s annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

Scudder High Income Portfolio — Class A

Years Ended December 31, 2004 2003 2002 2001a 2000b

Selected Per Share Data

Net asset value, beginning of period $ 8.43 $ 7.40 $ 8.13 $ 9.16 $ 11.46

Income (loss) from investment operations:
Net investment incomec .67 .67 .75 .84 1.14

Net realized and unrealized gain (loss) on investment transactions .31 1.03 (.74) (.59) (2.04)

Total from investment operations .98 1.70 .01 .25 (.90)

Less distributions from:
Net investment income (.63) (.67) (.74) (1.28) (1.40)

Net asset value, end of period $ 8.78 $ 8.43 $ 7.40 $ 8.13 $ 9.16

Total Return (%) 12.42 24.62 (.30) 2.63 (8.68)

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 393 413 329 335 309

Ratio of expenses (%) .66 .67 .66 .70 .68

Ratio of net investment income (%) 8.11 8.62 10.07 9.89 11.23

Portfolio turnover rate (%) 162 165 138 77 54

a As required, effective January 1, 2001, the Portfolio has adopted the provisions of the AICPA Audit and Accounting Guide for Investment Companies
and began amortizing premium on debt securities. The effect of this change for the year ended December 31, 2001 was to decrease net investment
income per share by $.08, increase net realized and unrealized gains and losses per share by $.08 and decrease the ratio of net investment income to
average net assets from 10.74% to 9.89%. Per share, ratios and supplemental data for periods prior to January 1, 2001 have not been restated to
reflect this change in presentation.

b On June 18, 2001, the Portfolio implemented a 1 for 10 reverse stock split. Per share information, for the periods prior to December 31, 2001, has
been restated to reflect the effect of the split. Shareholders received 1 share for every 10 shares owned and net asset value per share increased
correspondingly.

c Based on average shares outstanding during the period.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to
know about:

• The portfolio may trade securities actively. This strategy could raise transaction costs and, accordingly, lower
performance.

• The advisor or the portfolio’s subadvisor may establish a debt security’s credit quality when it buys a security, using
independent ratings, or for unrated securities, its own credit determination. When ratings don’t agree, the portfolio may
use the higher rating. If a security’s credit quality falls, the advisor or subadvisor will determine whether selling it would
be in the portfolio’s best interest.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s holdings.

This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover tells you how to do this).

Keep in mind that there is no assurance that any mutual fund will achieve its goal.

Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the “advisor”),
Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank Trust Company
Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight, across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, or the subadvisor make the
portfolio’s investment decisions, buy and sell securities for the portfolio and conduct research that leads to these purchase and
sale decisions. DeIM has more than 80 years of experience managing mutual funds and provides a full range of investment
advisory services to institutional and retail clients. The portfolio’s investment advisor or the subadvisor is also responsible for
selecting brokers and dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets:

Portfolio Name Fee Paid

Scudder High Income Portfolio 0.60%
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Regulatory and Litigation Matters

Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or the advisor. Publicity about mutual fund practices arising from these industry-wide
inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These lawsuits, which
previously have been reported in the press, involve purported class action and derivative lawsuits, making various
allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment advisor and
its affiliates, certain individuals, including in some cases fund Trustees/Directors, officers, and other parties. Each Scudder
fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these lawsuits, or other
lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding market timing,
revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on currently
available information, the funds’ investment advisor believes the likelihood that the pending lawsuits will have a material
adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their ability to
perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The information in this prospectus applies to Class A shares of the portfolio. Class A shares are offered at net asset value.
The portfolio has another class of shares which is offered separately.

Technically, the shareholders of Scudder Variable Series II (which includes the portfolio just described) are the
participating insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain
variable annuity contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance
companies. The insurance companies effectively pass through the ownership of portfolio shares to their contract owners
and some may pass through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio
sells shares only to separate accounts of insurance companies. As a contract owner, your premium payments are allocated
to the portfolio by the insurance companies in accordance with your contract. Please see the contract prospectus that
accompanies this prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, may not be identical. Retail Funds may be smaller or larger than the portfolio and have different expense
ratios than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: when an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and the insurance company may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series II does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).
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The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to a
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short-term or excessive trading, if any. In addition, the advisor and the
portfolio reserves the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
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principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If a portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies, including
additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally part of this
prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090. 

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

 (800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series II 811-5002

(05/01/05) 2a−HI



Scudder Variable Series II

Scudder Small Cap Growth Portfolio

Prospectus

May 1, 2005

Class A Shares

This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine
whether the information in this prospectus is truthful or complete. It is a criminal offense for anyone to
inform you otherwise.
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How the Portfolio Works
The portfolio is designed to serve as an investment option for certain variable
annuity contracts and variable life insurance policies. Your investment in the
portfolio is made in conjunction with one of these contracts or policies.

Remember that the portfolio is not a bank deposit. It’s not insured or guaranteed
by the FDIC or any other government agency. Its share prices will go up and down,
so be aware that you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life
insurance policy or variable annuity contract.
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Scudder Small Cap Growth Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks maximum appreciation of investors’ capital. Under normal circumstances, the portfolio invests at least
80% of net assets, plus the amount of any borrowings for investment purposes, in small capitalization stocks similar in size
to those comprising the Russell 2000 Growth Index (as of March 31, 2005, the Russell 2000 Growth Index had a median
market capitalization of $488 million). The portfolio intends to invest primarily in companies whose market
capitalizations fall within the normal range of the Index.

Using quantitative and qualitative screens, and extensive fundamental and field research, the managers look for companies
with strong valuations, exceptional management teams, strong current or potential competitive positioning in their
respective industries, clean balance sheets, and attractive earnings growth, among other factors. The managers seek to
maintain a diversified portfolio of small cap growth equity holdings, generally investing across most sectors of the
economy including the traditional growth-oriented sectors of information technology, health care and consumer products.

The managers generally look for companies that they believe have potential for sustainable above-average earnings growth
and whose market value appears reasonable in light of their business prospects.

The managers may favor different types of securities from different industries and companies at different times.

The managers will normally sell a stock when they believe its price has achieved and is unlikely to rise past the price target
the team initially set at time of purchase and is unlikely to continue to rise, the stock’s fundamental investment thesis no
longer holds, the team discovers a better opportunity within the same sector or if the stock’s market capitalization begins
to distort the weighted-average market capitalization of the overall portfolio.

Also, as companies in the portfolio exceed the market value of those in the Russell 2000 Growth Index, the portfolio may
continue to hold their stock, but generally will not add to these holdings.

The portfolio may lend its investment securities up to 33 1/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval. However, the Board will provide shareholders with at least 60 days’ notice prior to
making any changes to the portfolio’s 80% investment policy.

Other Investments
While the portfolio invests mainly in US stocks, it could invest up to 25% of total assets in foreign securities.

The portfolio is permitted, but not required, to use various types of derivatives (contracts whose value is based on, for
example, indices, currencies or securities). In particular, the portfolio may use futures and options, including sales of
covered put and call options. The portfolio may use derivatives in circumstances where the managers believe they offer an
economical means of gaining exposure to a particular asset class or to help meet shareholder redemptions or other needs
while maintaining exposure to the market.

As a temporary defensive measure, the portfolio could shift up to 100% of assets into investments such as money market
securities. This measure could prevent losses, but, while engaged in a temporary defensive position, the portfolio will not
be pursuing its investment objective. However, the portfolio managers may choose not to use these strategies for various
reasons, even in very volatile market conditions.

The Main Risks of Investing in the Portfolio
There are several risk factors that could hurt the portfolio’s performance, cause you to lose money or cause the portfolio’s
performance to trail that of other investments.

Stock Market Risk. As with most stock portfolios, an important factor with this portfolio is how stocks perform — in this
case, the small and mid-size company portion of the US stock market. When prices of these stocks fall, you should expect
the value of your investment to fall as well. Because a stock represents ownership in its issuer, stock prices can be hurt by
poor management, shrinking product demand and other business risks. These may affect single companies as well as
groups of companies. In addition, movements in financial markets may adversely affect a stock’s price regardless of how
well the company performs. The market as a whole may not favor the types of investments the portfolio makes, and the
portfolio may not be able to get attractive prices for them. To the extent that it invests in small and/or mid-sized
companies, the portfolio will be subject to increased risk because smaller company stocks tend to be more volatile than
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stocks of larger companies, in part because, among other things, smaller companies tend to be less established than larger
companies, often have more limited product lines, and may depend more heavily upon a few key employees. In addition,
the valuation of their stocks often depends on future expectations.

Growth Investing Risk. Since growth companies usually reinvest a large portion of earnings in their own businesses,
growth stocks may lack the dividends associated with value stocks that might otherwise cushion their decline in a falling
market. Earnings disappointments in growth stocks often result in sharp price declines because investors buy these stocks
because of their potential for superior earnings growth. Growth stocks may also be out of favor for certain periods in
relation to value stocks.

Industry Risk. While the portfolio does not concentrate in any industry, to the extent that the portfolio has exposure to a
given industry or sector, any factors affecting that industry or sector could affect the value of portfolio securities. For
example, manufacturers of consumer goods could be hurt by a rise in unemployment, or technology companies could be
hurt by such factors as market saturation, price competition and rapid obsolescence.

Small Company Risk. To the extent that the portfolio invests in small capitalization companies, it will be more susceptible
to share price fluctuations, since small company stocks tend to experience steeper fluctuations in price than the stocks of
larger companies. A shortage of reliable information, typical with small company investing, can also pose added risk.
Industry-wide reversals may have a greater impact on small companies, since they lack a large company’s financial
resources. In addition, small company stocks are typically less liquid than large company stocks. Particularly when they are
performing poorly, a small company’s shares may be more difficult to sell. Finally, the valuation of such securities often
depends on future expectations.

IPO Risk. Securities purchased in initial public offerings (IPOs) may be very volatile, rising and falling rapidly, often based,
among other reasons, on investor perceptions rather than on economic factors. Additionally, investments in IPOs may
magnify the portfolio’s performance if it has a small asset base. The portfolio is less likely to experience a similar impact on
its performance as its assets grow because it is unlikely that the portfolio will be able to obtain proportionately larger IPO
allocations.

Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements; and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase the portfolio’s exposure to the market and magnify potential losses. There is no
guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or even
losses to the portfolio.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Pricing Risk. At times, market conditions might make it hard to value some investments. For example, if the portfolio has
valued its securities too highly, you may end up paying too much for portfolio shares when you buy into the portfolio. If
the portfolio underestimates their price, you may not receive the full market value for your portfolio shares when you sell.

Other factors that could affect performance include:

• the managers could be incorrect in their analysis of industries, companies, economic trends, the relative attractiveness of
different sizes of stocks, geographical trends or other matters; and

• foreign stocks tend to be more volatile than their US counterparts, for reasons such as currency fluctuations and
political and economic uncertainty.

Investors who are looking to add the growth potential of small and mid-size companies or to diversify a large-cap growth
portfolio may want to consider this portfolio.
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Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable information
for an investor to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows how average annual returns for the portfolio’s Class A shares compare with a broad-based
market index (which, unlike the portfolio, does not have any fees or expenses). The performance of both the portfolio and
the index varies over time. All figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

30.07 28.04 34.20 18.37 34.56 −10.71 −28.91 −33.36 32.94 11.02

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 30.96%, Q4 1999 Worst Quarter: −31.72%, Q3 2001 

2005 Total Return as of March 31: −1.99%

Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years 10 Years

Portfolio — Class A 11.02 −8.99 8.31

Index 14.31 −3.57 7.12

Index: The Russell 2000 Growth Index is an unmanaged index (with no defined investment objective) of those securities in the Russell 2000 Index with a
higher price-to-book ratio and higher forecasted growth values.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information, contact
your participating insurance company.
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How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee1 0.65%

Distribution/Service (12b-1) Fee None

Other Expenses2 0.06

Total Annual Operating Expenses3 0.71

1 Restated to reflect a new management fee schedule effective May 2, 2005.
2 Restated and estimated to reflect the merger of 21st Century Growth Portfolio, a series of Scudder Variable Series I, into the portfolio on May 2, 2005.
3 Through April 30, 2008, the advisor, the underwriter and the accounting agent have agreed to waive all or a portion of their respective fees and/or

reimburse or pay operating expenses to the extent necessary to maintain the portfolio’s total operating expenses at 0.72% for Class A shares,
excluding certain expenses such as extraordinary expenses, taxes, brokerage and interest.

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A shares $73 $227 $395 $883

The Portfolio Managers
The portfolio is managed by a team of investment professionals who each play an important role in the portfolio’s
management process. This team works for the advisor or its affiliates and is supported by a large staff of economists,
research analysts, traders and other investment specialists. The advisor or its affiliates believe(s) its team approach benefits
portfolio investors by bringing together many disciplines and leveraging its extensive resources.

The portfolio is managed by a team of investment professionals who collaborate to develop and implement the portfolio’s
investment strategy. Each portfolio manager on the team has authority over all aspects of the portfolio’s investment
portfolio, including but not limited to, purchases and sales of individual securities, portfolio construction techniques,
portfolio risk assessment and the management of daily cash flows in accordance with portfolio holdings.

The following people handle the day-to-day management of the portfolio:

Samuel A. Dedio
Managing Director of Deutsche Asset Management and Co-Lead
Portfolio Manager of the portfolio.

• Joined Deutsche Asset Management in 1999 after eight years
of experience as analyst at Ernst & Young, LLP, Evergreen Asset
Management and Standard & Poor’s Corp.

• Portfolio manager for US small- and mid-cap equity and
senior small cap analyst for technology.

• Joined the portfolio in 2002.
• BA, William Paterson University; MS, American University,

Kogod School of Business.

Robert S. Janis
Managing Director of Deutsche Asset Management and Co-Lead
Portfolio Manager of the portfolio.

• Joined Deutsche Asset Management in 2004 and the portfolio
in 2005.

• Co-Lead Portfolio Manager for US Micro, Small and Mid Cap
Equity: New York.

• Previously, 19 years of investment industry experience,
including portfolio manager for Small/Mid Cap Equity at Credit
Suisse Asset Management (and at its predecessor, Warburg
Pincus Asset Management) and senior research analyst at US
Trust Company of New York.

• BA, University of Pennsylvania; MBA, The Wharton School,
University of Pennsylvania.

The portfolio’s Statement of Additional Information provides additional information about the portfolio managers’
investments in the portfolio, a description of their compensation structure and information regarding other accounts they
manage.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the table
are for a single share. The total return figures represent the percentage that an investor in the portfolio would have earned
(or lost), assuming all dividends and distributions were reinvested. This information has been audited by Ernst & Young
LLP, independent registered public accounting firm, whose report, along with the portfolio’s financial statements, is
included in the portfolio’s annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

Scudder Small Cap Growth Portfolio — Class A

Years Ended December 31, 2004 2003 2002 2001 2000a

Selected Per Share Data

Net asset value, beginning of period $ 11.34 $ 8.53 $ 12.80 $ 21.64 $ 26.54

Income (loss) from investment operations:
Net investment income (loss)b (.05) (.04) (.02) (.02) (.09)

Net realized and unrealized gain (loss) on investment transactions 1.30 2.85 (4.25) (6.27) (2.01)

Total from investment operations 1.25 2.81 (4.27) (6.29) (2.10)

Less distributions from:
Net realized gains on investment transactions — — — (2.52) (2.80)

Return of capital — — — (.03) —

Total distributions — — — (2.55) (2.80)

Net asset value, end of period $ 12.59 $ 11.34 $ 8.53 $ 12.80 $ 21.64

Total Return (%) 11.02 32.94 (33.36) (28.91) (10.71)

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 210 210 154 232 301

Ratio of expenses (%) .71 .69 .71 .68 .72

Ratio of net investment income (loss) (%) (.47) (.41) (.24) (.12) (.34)

Portfolio turnover rate (%) 117 123 68 143 124

a On June 18, 2001, the Portfolio implemented a 1 for 10 reverse stock split. Per share information, for the periods prior to December 31, 2001, has
been restated to reflect the effect of the split. Shareholders received 1 share for every 10 shares owned and net asset value per share increased
correspondingly.

b Based on average shares outstanding during the period.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to
know about:

• The portfolio may trade securities actively. This strategy could raise transaction costs and, accordingly, lower
performance.

• The advisor or the portfolio’s subadvisor may establish a debt security’s credit quality when it buys a security, using
independent ratings, or for unrated securities, its own credit determination. When ratings don’t agree, the portfolio may
use the higher rating. If a security’s credit quality falls, the advisor or subadvisor will determine whether selling it would
be in the portfolio’s best interest.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s holdings.

This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover tells you how to do this).

Keep in mind that there is no assurance that any mutual fund will achieve its goal.

Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the “advisor”),
Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank Trust Company
Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight, across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, or the subadvisor make the
portfolio’s investment decisions, buy and sell securities for the portfolio and conduct research that leads to these purchase and
sale decisions. DeIM has more than 80 years of experience managing mutual funds and provides a full range of investment
advisory services to institutional and retail clients. The portfolio’s investment advisor or the subadvisor is also responsible for
selecting brokers and dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets:

Portfolio Name Fee Paid

Scudder Small Cap Growth Portfolio 0.65%
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Effective May 2, 2005, Scudder Small Cap Growth Portfolio pays a monthly investment management fee, based on the
average daily net assets of the portfolio, computed and accrued daily and payable monthly, at 1/12 of the annual rates
shown below:

Average Daily Net Assets Fee Rate

First $250 million 0.650%

Next $750 million 0.625%

Over $1 billion 0.600%

Regulatory and Litigation Matters

Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or the advisor. Publicity about mutual fund practices arising from these industry-wide
inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These lawsuits, which
previously have been reported in the press, involve purported class action and derivative lawsuits, making various
allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment advisor and
its affiliates, certain individuals, including in some cases fund Trustees/Directors, officers, and other parties. Each Scudder
fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these lawsuits, or other
lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding market timing,
revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on currently
available information, the funds’ investment advisor believes the likelihood that the pending lawsuits will have a material
adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their ability to
perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The information in this prospectus applies to Class A shares of the portfolio. Class A shares are offered at net asset value.
The portfolio has another class of shares which is offered separately.

Technically, the shareholders of Scudder Variable Series II (which includes the portfolio just described) are the
participating insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain
variable annuity contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance
companies. The insurance companies effectively pass through the ownership of portfolio shares to their contract owners
and some may pass through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio
sells shares only to separate accounts of insurance companies. As a contract owner, your premium payments are allocated
to the portfolio by the insurance companies in accordance with your contract. Please see the contract prospectus that
accompanies this prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, may not be identical. Retail Funds may be smaller or larger than the portfolio and have different expense
ratios than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: when an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and the insurance company may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series II does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).
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The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to a
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short-term or excessive trading, if any. In addition, the advisor and the
portfolio reserves the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
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principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If a portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies, including
additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally part of this
prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090. 

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

 (800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series II 811-5002

(05/01/05) 2a−SCG
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This prospectus should be read in conjunction with the variable life insurance or variable annuity contract prospectus.
These shares are available and are being marketed exclusively as a pooled funding vehicle for life insurance companies
writing all types of variable life insurance policies and variable annuity contracts.

The Securities and Exchange Commission (SEC) does not approve or disapprove these shares or determine
whether the information in this prospectus is truthful or complete. It is a criminal offense for anyone to
inform you otherwise.
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How the Portfolio Works
The portfolio is designed to serve as an investment option for certain variable
annuity contracts and variable life insurance policies. Your investment in the
portfolio is made in conjunction with one of these contracts or policies.

Remember that the portfolio is not a bank deposit. It’s not insured or guaranteed
by the FDIC or any other government agency. Its share prices will go up and down,
so be aware that you could lose money by investing in it.

Please read this prospectus in conjunction with the prospectus for your variable life
insurance policy or variable annuity contract.
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SVS Dreman High Return Equity Portfolio

The Portfolio’s Main Investment Strategy
The portfolio seeks to achieve a high rate of total return.

Under normal circumstances, the portfolio invests at least 80% of net assets, plus the amount of any borrowings for
investment purposes, in common stocks and other equity securities. The portfolio focuses on stocks of large US
companies that are similar in size to the companies in the S&P 500 Index (as of March 31, 2005, the S&P 500 Index had
a median market capitalization of $10.82 billion) and that the portfolio managers believe are undervalued. The portfolio
intends to invest primarily in companies whose market capitalizations fall within the normal range of the Index. Although
the portfolio can invest in stocks of any economic sector, at times it may emphasize the financial services sector or other
sectors (in fact, it may invest more than 25% of total assets in a single sector).

The portfolio managers begin by screening for stocks whose price-to-earnings ratios are below the average for the S&P
500 Index. The managers then compare a company’s stock price to its book value, cash flow and yield, and analyze
individual companies to identify those that are financially sound and appear to have strong potential for long-term
growth and income.

The managers assemble the portfolio from among the most attractive stocks, drawing on analysis of economic outlooks
for various sectors and industries. The managers may favor securities from different sectors and industries at different
times, while still maintaining variety in terms of industries and companies represented.

The managers normally will sell a stock when it reaches a target price, its fundamental factors have changed or when
other investments offer better opportunities.

The portfolio may lend its investment securities up to 33 1/3% of its total assets to approved institutional borrowers who
need to borrow securities in order to complete certain transactions.

Although major changes tend to be infrequent, the Board of Trustees could change the portfolio’s investment objective
without seeking shareholder approval. However, the Board will provide shareholders with at least 60 days’ notice prior to
making any changes to the portfolio’s 80% investment policy.

Other Investments
The portfolio may invest up to 20% of net assets in US dollar-denominated American Depository Receipts and in
securities of foreign companies traded principally in securities markets outside the US.

Although not one of its principal investment strategies, the portfolio is permitted, but not required, to use various types
of derivatives (contracts whose value is based on, for example, indices, currencies or securities). In particular, the portfolio
may use futures, currency options and forward currency transactions. The portfolio may also use derivatives in
circumstances where the portfolio believes they offer an economical means of gaining exposure to a particular asset class
or to keep cash on hand to meet shareholder redemptions or other needs while maintaining exposure to the market.

As a temporary defensive measure, the portfolio could shift up to 100% of assets into investments such as money market
securities. This measure could prevent losses, but, while engaged in a temporary defensive position, the portfolio will not
be pursuing its investment objective. However, the portfolio managers may choose not to use these strategies for various
reasons, even in very volatile market conditions.

The Main Risks of Investing in the Portfolio
There are several risk factors that could hurt the portfolio’s performance, cause you to lose money or cause the portfolio’s
performance to trail that of other investments.

Stock Market Risk. As with most stock portfolios, an important factor with this portfolio is how stock markets perform
— in this case, the large company portion of the US stock market. When large company stock prices fall, you should
expect the value of your investment to fall as well. Large company stocks at times may not perform as well as stocks of
small or mid-size companies. Because a stock represents ownership in its issuer, stock prices can be hurt by poor
management, shrinking product demand and other business risks. These may affect single companies as well as groups of
companies. In addition, movements in financial markets may adversely affect a stock’s price, regardless of how well the
company performs. The market as a whole may not favor the type of investments the portfolio makes and the portfolio
may not be able to get an attractive price for them.
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Value Investing Risk. As with any investment strategy, the “value” strategy used in managing the portfolio’s portfolio will,
at times, perform better than or worse than other investment styles and the overall market. If the advisor overestimates
the value or return potential of one or more common stocks, the portfolio may underperform the general equity market.
Value stocks may also be out of favor for certain periods in relation to growth stocks.

Industry Risk. While the portfolio does not concentrate in any industry, to the extent that the portfolio has exposure to a
given industry or sector, any factors affecting that industry or sector could affect the value of portfolio securities. For
example, manufacturers of consumer goods could be hurt by a rise in unemployment, or technology companies could be
hurt by such factors as market saturation, price competition and rapid obsolescence.

IPO Risk. Securities purchased in initial public offerings (IPOs) may be very volatile, rising and falling rapidly, often based,
among other reasons, on investor perceptions rather than on economic factors. Additionally, investments in IPOs may
magnify the portfolio’s performance if it has a small asset base. The portfolio is less likely to experience a similar impact on
its performance as its assets grow because it is unlikely that the portfolio will be able to obtain proportionately larger IPO
allocations.

Derivatives Risk. Risks associated with derivatives include: the risk that the derivative is not well correlated with the
security, index or currency to which it relates; the risk that derivatives used for risk management may not have the
intended effects and may result in losses or missed opportunities; the risk that the portfolio will be unable to sell the
derivative because of an illiquid secondary market; the risk that a counterparty is unwilling or unable to meet its
obligation; the risk of interest rate movements and the risk that the derivatives transaction could expose the portfolio to
the effects of leverage, which could increase the portfolio’s exposure to the market and magnify potential losses. There is
no guarantee that derivatives activities will be employed or that they will work, and their use could cause lower returns or
even losses to the portfolio.

Securities Lending Risk. Any loss in the market price of securities loaned by the portfolio that occurs during the term of
the loan would be borne by the portfolio and would adversely affect the portfolio’s performance. Also, there may be delays
in recovery of securities loaned or even a loss of rights in the collateral should the borrower of the securities fail financially
while the loan is outstanding. However, loans will be made only to borrowers selected by the portfolio’s delegate after a
review of relevant facts and circumstances, including the creditworthiness of the borrower.

Pricing Risk. At times, market conditions might make it hard to value some investments. For example, if the portfolio has
valued its securities too highly, you may end up paying too much for portfolio shares when you buy into the portfolio. If
the portfolio underestimates their price, you may not receive the full market value for your portfolio shares when you sell.

Other factors that could affect performance include:

• the managers could be incorrect in their analysis of industries, companies, economic trends, the relative attractiveness
of different sizes of stocks, geographical trends or other matters; and

• foreign securities tend to be more volatile than their US counterparts, for reasons such as currency fluctuations and
political and economic uncertainty.

This portfolio may serve investors with long-term goals who are interested in a large-cap value portfolio that may focus
on certain sectors of the economy.
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Performance
While a portfolio’s past performance isn’t necessarily a sign of how it will do in the future, it can be valuable information
for an investor to know.

The bar chart shows how the returns for the portfolio’s Class A shares have varied from year to year, which may give some
idea of risk. The table shows how average annual returns for the portfolio’s Class A shares compare with a broad-based
market index (which, unlike the portfolio, does not have any fees or expenses). The performance of both the portfolio and
the index varies over time. All figures on this page assume reinvestment of dividends and distributions.

This information doesn’t reflect charges and fees associated with the separate account that invests in the portfolio or any
variable life insurance policy or variable annuity contract for which the portfolio is an investment option. These charges
and fees will reduce returns.

Annual Total Returns (%) as of 12/31 each year — Class A shares

−11.16 30.52 1.69 −18.03 32.04 13.95

1999 2000 2001 2002 2003 2004

For the periods included in the bar chart:

Best Quarter: 20.80%, Q2 2003 Worst Quarter: −17.32%, Q3 2002 

2005 Total Return as of March 31: 0.59%

Average Annual Total Returns (%) as of 12/31/2004

1 Year 5 Years Life of Portfolio*

Portfolio — Class A 13.95 10.36 6.23

Index 10.88 −2.30 2.82

Index: The Standard & Poor’s (S&P) 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic
economy through changes in the aggregate market value of 500 stocks representing all major industries.

* Since 5/4/98. Index comparison begins 4/30/98.

Current performance information may be higher or lower than the performance data quoted above. For more recent performance information, contact your
participating insurance company.
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How Much Investors Pay
This table describes the fees and expenses that you may pay if you buy and hold portfolio shares. The information in the
table does not reflect charges and fees associated with the separate account that invests in the portfolio or any variable life
insurance policy or variable annuity contract for which the portfolio is an investment option. These charges and fees will
increase expenses.

Fee Table Class A

Annual Operating Expenses, deducted from portfolio assets

Management Fee 0.73%

Distribution/Service (12b-1) Fee None

Other Expenses 0.05

Total Annual Operating Expenses* 0.78

* Pursuant to their respective agreements with Scudder Variable Series II, the advisor, the underwriter and the accounting agent have agreed, for the
one year period commencing May 1, 2005, to limit their respective fees and to reimburse other expenses to the extent necessary to limit total
operating expenses of Class A shares of SVS Dreman High Return Equity Portfolio to 0.87%, excluding certain expenses such as extraordinary expenses,
taxes, brokerage and interest.

Based on the costs above, this example helps you compare the expenses of Class A shares to those of other mutual funds.
This example assumes the expenses above remain the same. It also assumes that you invested $10,000, earned 5% annual
returns, reinvested all dividends and distributions and sold your shares at the end of each period. This is only an example;
actual expenses will be different.

Example 1 Year 3 Years 5 Years 10 Years

Class A shares $80 $249 $433 $966

The Portfolio Managers
The portfolio’s subadvisor is Dreman Value Management L.L.C. The portfolio is managed by a team of investment
professionals who collaborate to develop and implement the portfolio’s investment strategy.  Each portfolio manager on
the team has authority over all aspects of the portfolio’s investment portfolio, including but not limited to, purchases and
sales of individual securities, portfolio construction techniques, portfolio risk assessment and the management of daily
cash flows in accordance with portfolio holdings.

The following people handle the day-to-day management of the portfolio:

David N. Dreman
Chairman and CIO of the subadvisor and Co-Manager of
the portfolio.

• Began investment career in 1957.
• Joined the portfolio in 1998.
• Founder and Chairman, Dreman Value Management L.L.C.

since 1977.

F. James Hutchinson
Managing Director of the subadvisor and Co-Manager of
the portfolio.

• Began investment career in 1986.
• Joined the portfolio in 2002.
• Prior to joining Dreman Value Management, L.L.C. in 2000,

associated with The Bank of New York for over 30 years in both
the corporate finance and trust/investment management areas,
including President of The Bank of New York (NJ).

The portfolio’s Statement of Additional Information provides additional information about the portfolio managers’
investments in the portfolio, a description of their compensation structure and information regarding other accounts they
manage.
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Financial Highlights
This table is designed to help you understand the portfolio’s financial performance. The figures in the first part of the
table are for a single share. The total return figures represent the percentage that an investor in the portfolio would have
earned (or lost), assuming all dividends and distributions were reinvested. This information has been audited by Ernst &
Young LLP, independent registered public accounting firm, whose report, along with the portfolio’s financial statements,
is included in the portfolio’s annual report (see “Shareholder reports” on the back cover).

The following table includes selected data for a share outstanding throughout each period and other performance
information derived from the financial statements.

SVS Dreman High Return Equity Portfolio — Class A

Years Ended December 31, 2004 2003 2002 2001 2000a

Selected Per Share Data

Net asset value, beginning of period $ 11.29 $ 8.76 $ 10.81 $ 10.77 $ 8.96

Income (loss) from investment operations:
Net investment income (loss)b .23 .20 .21 .19 .26

Net realized and unrealized gain (loss) on investment transactions 1.32 2.53 (2.13) (.01) 2.25

Total from investment operations 1.55 2.73 (1.92) .18 2.51

Less distributions from:
Net investment income (.19) (.20) (.09) (.14) (.20)

Net realized gains on investment transactions — — (.04) — (.50)

Total distributions (.19) (.20) (.13) (.14) (.70)

Net asset value, end of period $ 12.65 $ 11.29 $ 8.76 $ 10.81 $ 10.77

Total Return (%) 13.95 32.04 (18.03) 1.69 30.52

Ratios to Average Net Assets and Supplemental Data

Net assets, end of period ($ millions) 747 672 510 443 168

Ratio of expenses before expense reductions (%) .78 .79 .79 .82 .85

Ratio of expenses after expense reductions (%) .78 .79 .79 .82 .84

Ratio of net investment income (loss) (%) 1.96 2.14 2.21 1.78 2.85

Portfolio turnover rate (%) 9 18 17 16 37

a On June 18, 2001, the Portfolio implemented a 1 for 10 reverse stock split. Per share information, for the period prior to December 31, 2001, has been
restated to reflect the effect of the split. Shareholders received 1 share for every 10 shares owned and net asset value per share increased
correspondingly.

b Based on average shares outstanding during the period.
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Other Policies and Risks
While the previous pages describe the main points of the portfolio’s strategy and risks, there are a few other issues to
know about:

• The portfolio may trade securities actively. This strategy could raise transaction costs and, accordingly, lower
performance.

• The advisor or the portfolio’s subadvisor may establish a debt security’s credit quality when it buys a security, using
independent ratings, or for unrated securities, its own credit determination. When ratings don’t agree, the portfolio may
use the higher rating. If a security’s credit quality falls, the advisor or subadvisor will determine whether selling it would
be in the portfolio’s best interest.

The portfolio’s complete portfolio holdings as of the end of each calendar month are posted on www.scudder.com
ordinarily on the 15th day of the following calendar month or the first business day thereafter. This posted information
generally remains accessible at least until the portfolio files its Form N-CSR or N-Q with the Securities and Exchange
Commission for the period that includes the date as of which the www.scudder.com information is current (expected to be
at least three months). The portfolio’s Statement of Additional Information includes a description of the portfolio’s policies
and procedures with respect to the disclosure of the portfolio’s holdings.

This prospectus doesn’t tell you about every policy or risk of investing in the portfolio. If you want more information on
the portfolio’s allowable securities and investment practices and the characteristics and risks, you may want to request a
copy of the Statement of Additional Information (the back cover tells you how to do this).

Keep in mind that there is no assurance that any mutual fund will achieve its goal.

Investment Advisor
Scudder Investments is part of Deutsche Asset Management, which is the marketing name in the US for the asset
management activities of Deutsche Bank AG, Deutsche Investment Management Americas Inc. (“DeIM” or the “advisor”),
Deutsche Asset Management, Inc., Deutsche Asset Management Investment Services Ltd., Deutsche Bank Trust Company
Americas and Scudder Trust Company.

Deutsche Asset Management is a global asset management organization that offers a wide range of investing expertise and
resources, including hundreds of portfolio managers and analysts and an office network that reaches the world’s major
investment centers. This well-resourced global investment platform brings together a wide variety of experience and
investment insight, across industries, regions, asset classes and investing styles.

DeIM is an indirect, wholly owned subsidiary of Deutsche Bank AG. Deutsche Bank AG is a major global banking
institution that is engaged in a wide range of financial services, including investment management, mutual fund, retail,
private and commercial banking, investment banking and insurance.

DeIM, which is part of Deutsche Asset Management, is the investment advisor for the portfolio. Under the supervision of
the Board of Trustees, DeIM, with headquarters at 345 Park Avenue, New York, NY 10154, or the subadvisor make the
portfolio’s investment decisions, buy and sell securities for the portfolio and conduct research that leads to these purchase and
sale decisions. DeIM has more than 80 years of experience managing mutual funds and provides a full range of investment
advisory services to institutional and retail clients. The portfolio’s investment advisor or the subadvisor is also responsible for
selecting brokers and dealers and for negotiating brokerage commissions and dealer charges.

The advisor receives a management fee from the portfolio. Below is the actual rate paid by the portfolio during the most
recent fiscal year, as a percentage of the portfolio’s average daily net assets:

Portfolio Name Fee Paid

SVS Dreman High Return Equity Portfolio* 0.73%

* Reflecting the effect of expense limitations and/or fee waivers then in effect.
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Portfolio Subadvisor
Dreman Value Management L.L.C., 520 East Cooper Avenue, Aspen, Colorado, is the subadvisor to SVS Dreman High
Return Equity Portfolio and receives a fee for its services from DeIM. Founded in 1977, Dreman Value Management
L.L.C. currently manages over $11 billion in assets. DeIM pays a fee to Dreman Value Management L.L.C. for acting as
subadvisor to the portfolio.

Regulatory and Litigation Matters

Since at least July 2003, federal, state and industry regulators have been conducting ongoing inquiries and investigations
(“inquiries”) into the mutual fund industry, and have requested information from numerous mutual fund companies,
including Scudder Investments. It is not possible to determine what the outcome of these inquiries will be or what the
effect, if any, would be on the funds or the advisor. Publicity about mutual fund practices arising from these industry-wide
inquiries serves as the general basis of a number of private lawsuits against the Scudder funds. These lawsuits, which
previously have been reported in the press, involve purported class action and derivative lawsuits, making various
allegations and naming as defendants various persons, including certain Scudder funds, the funds’ investment advisor and
its affiliates, certain individuals, including in some cases fund Trustees/Directors, officers, and other parties. Each Scudder
fund’s investment advisor has agreed to indemnify the applicable Scudder funds in connection with these lawsuits, or other
lawsuits or regulatory actions that may be filed making allegations similar to these lawsuits regarding market timing,
revenue sharing, fund valuation or other subjects arising from or related to the pending inquiries. Based on currently
available information, the funds’ investment advisor believes the likelihood that the pending lawsuits will have a material
adverse financial impact on a Scudder fund is remote and such actions are not likely to materially affect their ability to
perform under their investment management agreements with the Scudder funds.
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Your Investment in the Portfolio

The information in this section may affect anyone who selects the portfolio as an

investment option in a variable annuity contract or variable life insurance policy

that offers the portfolio. These contracts and policies are described in separate

prospectuses issued by participating insurance companies. The portfolio assumes

no responsibility for such prospectuses.

Policies about transactions
The information in this prospectus applies to Class A shares of the portfolio. Class A shares are offered at net asset value.
The portfolio has another class of shares which is offered separately.

Technically, the shareholders of Scudder Variable Series II (which includes the portfolio just described) are the
participating insurance companies (the “insurance companies”) that offer the portfolio as a choice for holders of certain
variable annuity contracts or variable life insurance policies (the “contract(s)”) issued or sponsored by the insurance
companies. The insurance companies effectively pass through the ownership of portfolio shares to their contract owners
and some may pass through voting rights as well. The portfolio does not sell shares directly to the public. The portfolio
sells shares only to separate accounts of insurance companies. As a contract owner, your premium payments are allocated
to the portfolio by the insurance companies in accordance with your contract. Please see the contract prospectus that
accompanies this prospectus for a detailed explanation of your contract.

Please bear in mind that there are important differences between funds available to any investor (a “Retail Fund”) and
those that are only available through certain financial institutions, such as insurance companies. For example, Retail
Funds, unlike the portfolio, are not sold to insurance company separate accounts to support investments in variable
insurance contracts. In addition, the investment objectives, policies and strategies of the portfolio, while similar to those of
a Retail Fund, may not be identical. Retail Funds may be smaller or larger than the portfolio and have different expense
ratios than the portfolio. As a result, the performance of the portfolio and a Retail Fund will differ.

Should any conflict between contract owners arise that would require that a substantial amount of net assets be withdrawn
from the portfolio, orderly portfolio management could be disrupted to the potential detriment of contract owners in the
portfolio.

The portfolio has a verification process for new insurance company accounts to help the government fight the funding of
terrorism and money laundering activities. Federal law requires all financial institutions to obtain, verify and record
information that identifies each insurance company that opens an account. What this means to you: when an insurance
company opens an account, the portfolio will ask for its name, address and other information that will allow the portfolio
to identify the company. This information will be verified to ensure the identity of all insurance companies opening an
account.

For certain insurance companies, the portfolio might request additional information (for instance, the portfolio would ask
for documents such as the insurance company’s articles of incorporation) to help the portfolio verify the insurance
company’s identity.

The portfolio will not complete the purchase of any shares for an account until all information has been provided and the
application has been submitted in “good order.” Once the application is determined to be in good order, the purchase(s)
will be effected at the net asset value per share next calculated.

The portfolio may reject a new account application if the insurance company doesn’t provide any required or requested
identifying information, or for other reasons.

The advisor, Scudder Distributors, Inc. and/or their affiliates may pay additional compensation from their own assets to
other persons for selling, distributing and/or servicing portfolio shares. This compensation may be significant. You should
talk to your insurance company to determine if this compensation influenced the advisor’s recommendation of the
portfolio.
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Buying and Selling Shares
The portfolio is open for business each day the New York Stock Exchange is open. The portfolio calculates its share price
every business day, as of the close of regular trading on the Exchange (typically 4 p.m. Eastern time, but sometimes earlier,
as in the case of scheduled half-day trading or unscheduled suspensions of trading).

The portfolio continuously sells shares to each insurance company, without a sales charge, at the net asset value per share
next determined after a proper purchase order is placed with the insurance company. The insurance company offers
contract owners units in its separate accounts which directly correspond to shares in the portfolio. Each insurance
company submits purchase and redemption orders to the portfolio based on allocation instructions for premium
payments, transfer instructions and surrender or partial withdrawal requests for contract owners, as set forth in the
accompanying prospectus for the contracts. These orders reflect the amount of premium payments to be invested,
surrender and transfer requests, and other matters. Redemption orders are effected at the next net asset value per share
determined after a proper redemption order is placed with the insurance company. Contract owners should look at their
contract prospectuses for redemption procedures and fees.

Important information about buying and selling shares

• After receiving a contract owner’s order, the insurance company buys or sells shares at the net asset value next calculated
on any day the portfolio is open for business.

• Unless otherwise instructed, the portfolio normally makes payment of the proceeds from the sale of shares the next
business day but always within seven calendar days.

• The portfolio does not issue share certificates.

• The portfolio reserves the right to reject purchases of shares for any reason.

• The portfolio reserves the right to withdraw or suspend the offering of shares at any time.

• The portfolio reserves the right to reject purchases of shares or to suspend or postpone redemptions at times when the
New York Stock Exchange is closed (other than customary closings), trading is restricted or when an emergency exists
that prevents the portfolio from disposing of its portfolio securities or pricing its shares.

• The portfolio may refuse, cancel or rescind any purchase order; freeze any account (meaning the insurance company will
not be able to purchase shares in its account); suspend account services; and/or involuntarily redeem the account if we
think that the account is being used for fraudulent or illegal purposes by the insurance company; one or more of these
actions will be taken when, at the sole discretion of the portfolio, they are deemed to be in the portfolio’s best interest or
when the portfolio is requested or compelled to do so by governmental authority or by applicable law.

• The portfolio may close and liquidate an account if the portfolio is unable to verify provided information, or for other
reasons; if the portfolio decides to close the account, the shares will be redeemed at the net asset value per share next
calculated after we determine to close the account; the insurance company may be subject to gain or loss on the
redemption of the portfolio shares and the insurance company may incur tax liability.

• A contract owner’s purchase order may not be accepted if the sale of portfolio shares has been suspended or if it is
determined that the purchase would be detrimental to the interests of the portfolio’s shareholders.

• Currently, the Board of Trustees of Scudder Variable Series II does not foresee any disadvantages to contract owners
arising from the fact that the interests of contract owners may differ. Nevertheless, the Board intends to monitor events
in order to identify any material irreconcilable conflicts that may possibly arise and to determine what action, if any,
should be taken.

Market Timing Policies and Procedures. Short-term and excessive trading of portfolio shares may present risks to the
portfolio’s long-term shareholders, including potential dilution in the value of portfolio shares, interference with the
efficient management of the portfolio (including losses on the sale of investments), taxable gains to remaining shareholders
and increased brokerage and administrative costs. These risks may be more pronounced to the extent that the portfolio
invests in certain securities such as those that trade in foreign markets, are illiquid or do not otherwise have “readily
available market quotations.” Certain investors may seek to employ short-term trading strategies aimed at exploiting
variations in portfolio valuation that arise from the nature of the securities held by the portfolio (e.g., “time zone
arbitrage”).
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The portfolio discourages short-term and excessive trading. The portfolio will take steps to detect and deter short-term
and excessive trading pursuant to the portfolio’s policies as described in this prospectus and approved by the Board.

The portfolio’s policies include:

• the portfolio reserves the right to reject or cancel a purchase or exchange order for any reason when, in the opinion of
the advisor, there appears to be a pattern of short-term or excessive trading activity by a shareholder or any other trading
activity deemed harmful or disruptive to the portfolio; and

• the portfolio has adopted certain fair valuation practices reasonably designed to protect the portfolio from “time zone
arbitrage” with respect to its foreign securities holdings and other trading practices that seek to exploit variations in
portfolio valuation that arise from the nature of the securities held by the portfolio. (See “How the Portfolio Calculates
Share Price.”)

When a pattern of short-term or excessive trading activity or other trading activity deemed harmful or disruptive to a
portfolio is detected in a particular separate account, the advisor will take steps to stop this activity by contacting the
insurance company that maintains the accounts for the underlying contract holders and seeking to have the insurance
company enforce the separate account’s policies on short-term or excessive trading, if any. In addition, the advisor and the
portfolio reserves the right to terminate a separate account’s ability to invest in the portfolio if apparent short-term or
excessive trading activity persists. The detection of these patterns and the banning of further trading are inherently
subjective and therefore involve some selectivity in their application. The advisor seeks to make such determinations in a
manner consistent with the interests of the portfolio’s long-term shareholders.

There is no assurance that these policies and procedures will be effective in limiting short-term and excessive trading in all
cases. For example, the advisor may not be able to effectively monitor, detect or limit short-term or excessive trading by
underlying shareholders that occurs through separate accounts maintained by insurance companies or other financial
intermediaries. Depending on the amount of portfolio shares held in a particular separate account (which may represent
most of the portfolio’s shares) short-term and/or excessive trading of portfolio shares could adversely affect long-term
shareholders in the portfolio. It is important to note that the advisor and the portfolio do not have access to underlying
shareholders’ trading activity and that investors will be subject to the policies and procedures of their insurance company
with respect to short-term and excessive trading in the portfolio.

The portfolio’s policies and procedures may be modified or terminated at any time.

How to receive account information

If you are a contract owner, you should contact your insurance company or the organization that provides record keeping
services for information about your account.

Please see the contract prospectus that accompanies this prospectus for the customer service phone number.

How to buy and sell shares

Each insurance company has different provisions about how and when their contract owners may buy and sell portfolio
shares. Each insurance company is responsible for communicating its contract owners’ instructions to the portfolio.
Contract owners should contact their insurance company to effect transactions in the portfolio.

How the Portfolio Calculates Share Price
To calculate net asset value per share or NAV, the portfolio uses the following equation:

TOTAL ASSETS – TOTAL LIABILITIES

TOTAL NUMBER OF SHARES OUTSTANDING
= NAV

The price at which you buy and sell shares for the portfolio is the NAV.

We typically value securities using information furnished by an independent pricing service or market quotations, where
appropriate. However, we may use methods approved by the portfolio’s Board, such as a fair valuation model, which are
intended to reflect fair value when pricing service information or market quotations are not readily available or when a
security’s value or a meaningful portion of the value of the portfolio is believed to have been materially affected by a
significant event, such as a natural disaster, an economic event like a bankruptcy filing, or a substantial fluctuation in
domestic or foreign markets, that has occurred between the close of the exchange or market on which the security is
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principally traded (for example, a foreign exchange or market) and the close of the New York Stock Exchange. In such a
case, the portfolio’s value for a security is likely to be different from the last quoted market price or pricing service
information. In addition, due to the subjective and variable nature of fair value pricing, it is possible that the value
determined for a particular asset may be materially different from the value realized upon such asset’s sale. It is expected
that the greater the percentage of portfolio assets that is invested in non-US securities, the more extensive will be the
portfolio’s use of fair value pricing. This is intended to reduce the portfolio’s exposure to “time zone arbitrage” and other
harmful trading practices. (See “Market Timing Policies and Procedures.”)

To the extent that the portfolio invests in securities that are traded primarily in foreign markets, the value of its holdings
could change at a time when you aren’t able to buy or sell portfolio shares through the contract. This is because some
foreign markets are open on days and at times when the portfolio doesn’t price its shares.

Distributions
The portfolio intends to declare and distribute dividends from its net investment income and capital gains, if any,
annually. The portfolio may make additional distributions if necessary.

All distributions will be reinvested in shares of the portfolio unless we are informed by an insurance company that they
should be paid out in cash. The insurance companies will be informed about the amount and character of distributions
from the portfolio for federal income tax purposes.

Taxes
The portfolio intends to qualify each year as a regulated investment company under Subchapter M of the Internal
Revenue Code of 1986, as amended, and to meet all requirements necessary to avoid paying any federal income or excise
taxes.

Generally, owners of variable annuity and variable life contracts are not taxed currently on income or gains realized with
respect to such contracts. However, some distributions from such contracts, whether made prior to or during the annuity
payment period, may be taxable at ordinary income tax rates. In addition, distributions made to an owner who is younger
than 59 1/2 may be subject to a 10% penalty tax. For further information concerning federal income tax consequences for
the holders of variable annuity contracts and variable life insurance policies, such holders should consult the prospectus
used in connection with the issuance of their particular contracts or policies.

In order for investors to receive the favorable tax treatment available to holders of variable annuity and variable life
contracts, the separate accounts underlying such contracts, as well as the funds in which such accounts invest, must meet
certain diversification requirements. The portfolio intends to comply with these requirements. If a portfolio or separate
account does not meet such requirements, income allocable to the contracts associated with the separate account would be
taxable currently to the holders of such contracts and income from prior periods with respect to such contracts also could
be taxable.

Portfolio investments in securities of foreign issuers may be subject to withholding and other taxes at the source, including
on dividend or interest payments. Participating insurance companies should consult their own tax advisors as to whether
such distributions are subject to federal income tax if they are retained as part of policy reserves.

The preceding is a brief summary of certain of the relevant tax considerations. Because each shareholder and contract
holder’s tax situation is unique, ask your tax professional about the tax consequences of your investments, including
possible foreign, state or local taxes.
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To Get More Information
Shareholder reports — These include commentary from the portfolio’s management team about recent market
conditions and the portfolio’s performance. They also have detailed performance figures, a list of everything the portfolio
owns and its financial statements. Shareholders get these reports automatically.

Statement of Additional Information (SAI) — This tells you more about the portfolio’s features and policies, including
additional risk information. The SAI is incorporated by reference into this document (meaning that it’s legally part of this
prospectus).

For a free copy of any of these documents or to request other information about the portfolio, call (800) 778-1482 or
contact Scudder Investments at the address listed below. The portfolio’s SAI and shareholder reports are also available
through the Scudder Web site at www.scudder.com. These documents and other information about the portfolio are
available from the EDGAR Database on the SEC’s Web site at www.sec.gov. If you like, you may obtain copies of this
information, after paying a copying fee, by e-mailing a request to publicinfo@sec.gov or by writing the SEC at the address
listed below. You can also review and copy these documents and other information about the portfolio, including the
portfolio’s SAI, at the SEC’s Public Reference Room in Washington, D.C. Information on the operation of the SEC’s
Public Reference Room may be obtained by calling (202) 942-8090. 

Scudder Distributors, Inc. SEC

222 South Riverside Plaza

Chicago, IL 60606-5808

450 Fifth Street, N.W.

Washington, D.C. 20549-0102

 (800) 778-1482 (202) 942-8090

www.sec.gov

SEC File #

Scudder Variable Series II 811-5002

(05/01/05) 2a−DHRE
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®

Farmers Variable Annuity I (policy form series L-8166 & L-1550)
marketed exclusively by agents affiliated with

Farmers Insurance Group;
distributed by Investors Brokerage Services, Inc., Elgin, IL 60123; and

issued by Kemper Investors Life Insurance Company,
Schaumburg, IL 60196

Farmers Financial Services is not a separate entity and neither it nor Farmers is engaged in the business
of providing investment advice and is not registered as an investment adviser or broker/dealer under

the federal securities laws.

Kemper Investors Life Insurance Company
Administrative Office:
2000 Wade Hampton Boulevard
Greenville, SC 29615-1064




