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What Are CITs?

Pooled investment vehicles generally not subject to the '40 Act held by a bank or other
trustee

Generally only available to certain retirement plans, including 457 plans and most ERISA
plans

We've seen them used by foundations, endowments, and some HNW individuals
Not available to 403(b) plans for the most part except some church and HR10 plans

AT and AZ funds go by common trust funds and collective investment funds
respectively —we will just stick to CIT
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How Do CITs Benefit Retirement Plans?
ClTs can have a significant cost advantage

= (Generally, ClTs offer the same strategy as existing mutual funds

= \We compared the net expense ratio of the CIT tiers and mutual fund share
classes

CITs are cheaper 91% of the time overall

ClTs are cheaper 82% percent of the time when comparing the least
expensive CIT and mutual fund classes or tiers

Source: Morningstar Inc., data on strategies that offer a CIT. Data as of 6/30/2020.
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CITs Can Be Quite a Bit Cheaper for the Same Strategy

This difference is not driven by passive investment CITs

Average Asset-Weighted Expense Ratio by Investment Vehicle and Management Style

I N

Mutual Fund 047 077

Collective Investment Trust 369 048

Source: Morningstar Inc. Data as of 6/30/2020.
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How Can CITs Do This?
And what's the catch?

CITs are not marketed nor requlated like mutual funds

In practice, CITs in retirement plans have comprehensive disclosures to comply with 408(b)(2)
Mutual funds include sub-transfer agency fees

Management fee itself may include revenue-sharing

Some of these fees pay for services that are unbundled from CITs but need to be paid for
somehow
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Retirement Plans That Use CITs Can Cost Less
S0 they help participants save more for retirement

= Median asset-weighted expense ratio for retirement plans with at least one CIT is 10 basis
points lower than plans without one

But this is only true for plans with more than $25 million in assets
= These plans with CITs have *slightly* higher administrative costs

When sponsors use unbundled investments, they can negotiate lower fees

This is not unique to CITs

Source: Morningstar Inc., analysis of 2016 Form 5500 filings. Data as of 6/30/2020.
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How CITs Have Penetrated the ERISA marketplace?

= More than one-quarter of ERISA DC assets are in CITs
= CITs are moving downstream to mid-size plans

= Many popular QDIA target-date funds are CITs

Source: Morningstar Inc., analysis of 2016 Form 5500 filings. Data as of 6/30/2020.
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Why Are CITs Not Allowed In Most 403(b) plans?

= We don't think there's a good reason
= CITs are available in 457 plans and even some church plans
= CITS are even barred from ERISA-covered 403(b) plans

= S0, we support the Public Service Retirement Fairness Act, which would
allow ClITs in 403(b) plans

9 ©2020 Morningstar Investment Management LLC. All Rights Reserved. For financial professional and plan sponsor use only. Not for public distribution. MmRNlNBS‘l’AHD



CITs in ERISA Plans are Regulated by the Department of Labor

But other CITs are not regulated and have few reporting requirements

= While we support allowing CITs into 403(b)s

= \We think it is worth exploring limiting these CITs to those already available
in ERISA plans

= These CITs in ERISA plans often file a Form 5500 and their trustees are
ERISA fiduciaries

= |f they are successful in the 403(b) space, millions of people could be
enrolled in these funds, which look like mutual funds, with little or no

federal oversight
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More Reasons We Think an ERISA Nexus Is a Good Idea

= There are a |lot of CITs and most TDFs have a CIT sleeve: this enhancement
will not reduce choice

= CITs include disclosures that are already available and fairly-standardized
= Enforcement mechanism through private action for ERISA plans
= \etted by ERISA fiduciaries, allowing non-ERISA plans to free-ride
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Counter arguments:
457’s already offer CITs
The prohibited transactions rules would not apply to the CIT trustee and non-ERISA 403(b) plans
The Public Service Retirement Fairness Act requires some protections for participants
The Form 5500 is bad anyway


Concluding Thoughts

= \We believe CITs can be a good mechanism for reducing fees
= [t's time to modernize 403(b) plans
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State of the Target-Date Industry



Estimated Assets in Target-Date Strategies | Mutual Funds vs. Collective

Investment Trusts — 6/30/2020

m Target-Date Mutual
Funds

= Target-Date CITs

Source: Morningstar Investment Management LLC and Morningstar Direct
Note: Target-date CIT assets includes 3/31/2020 or 5/30/2020 assets for series that did not report 6/30/2020 assets prior to this report’s production.
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Assets and CITs Market Share | Mutual Funds and Collective Investment
Trusts — 6/30/2020

1,500

Source: Morningstar Direct. Data as of 6/30/20
Note: Target-date CIT assets includes 12/31/2019 or 3/31/2020 assets for series that did not report 6/30/2020 assets prior to this report’s production.
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Investors Pushing Costs Lower | Mutual Funds vs. Collective Investment
Trusts

m <0.20%

= 0.20%-0.40%
m (.41%-0.60%
m (.61%-0.80%

= >0.80%

Source: Morningstar Investment Management LLC and Morningstar Direct. Data as of 3/31/2020
Note: Target-date CIT assets includes 12/31/2019 or 2/29/2020 assets for series that did not report 3/31/2020 assets prior to this report’s production.
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Target-Date Launches/Terminations, Count 2014-2019

Source: Morningstar Direct. Data as of 12/31/2019.
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Morningstar Analyst Ratings, CITs

“lirect
Source: Morningstar Direct. Data as of 3/31/2020.
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Target-Date Funds’ Performance in 2020



Average Trailing Results of Target-Date Mutual Funds — 6/30/2020

1-YR Std
YTDasof 1-YRasof Dev as of
Target Date Q12020 Q2 2020 6/30/2020 6/30/2020 6/30/2020
2060 -20.67 18.48 -5.99 1.54 20.80
2055 -20.43 18.45 -5.74 1.77 20.66
2050 -20.07 18.06 -5.63 1.69 20.22
2045 -19.79 17.95 -5.38 1.99 20.04
2040 -18.43 16.78 -4.72 2.26 18.67
2035 -16.85 15.71 -3.72 3.01 17.32
2030 -14.41 13.61 -2.68 3.29 15.01
2025 -12.32 11.99 -1.70 3.78 13.16
2020 -10.11 10.03 -1.00 3.69 11.07
2015 -9.83 10.13 -0.53 4.24 10.87
2010 -8.59 9.28 0.12 4.57 9.74
2005 -6.64 7.93 0.79 4.80 8.07
Income/Retirement -1.81 1.78 -0.59 3.21 9.39
Universe Average* -15.61 14.58 -3.47 2.79 16.15
Market Indexes
Morningstar US Large Core -20.21 19.74 -4.46 8.05 21.96
Morningstar Dev Mrkts xUS -23.62 16.21 -11.24 -4.43 21.39
Morningstar US Core Bond 3.2 2.82 6.11 8.70 3.49
Morningstar Cash 0.41 0.02 0.43 1.39 0.23

Source: Morningstar Investment Management LLC and Morningstar Direct
*Average of all share classes of target-date mutual funds tracked by Morningstar, Inc. Indexes are not available for direct investment.
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Selecting the Right Glidepath



Plan Demographics Data Should Drive the Glidepath Selection

Information from the recordkeeping system provides the basis for analyzing investors’ risk capacity and
preference, informing the glidepath selection process. As the participant’s balance, age, salary, etc.
evolve, the advice evolves with the participant’s evolving circumstances.

Available Data on Participants Objective, Data Driven Analysis Appropriate
Glidepath and Asset Allocation

Location Account Balance Social Security Impact
Age Pensions / Other Plans Savings Rate
Gender Salary Sponsor Match

For illustrative purposes only.
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Glide Path Selection: Analyze the fit of a plan’s retirement investment

Recommended Current TDF TDFC TDFB TDFA Plan Average /
Personalized Equity % Custom Glide Path
Misfit = 0% Misfit = 29.2% Misfit=32.6%  Misfit=12.7%  Misfit=121%  Misfit =7.5%
Utl. Loss=0bps Utl. Loss=34bps Utl. Loss=39 bps Utl. Loss = 15 bps Utl. Loss=15bps  Utl. Loss = 8 bps
................................................................................................................................................................................................................................................................................... o
>
60 2
................................................................................................................................................................................................................................................... 40 s
20 ......
20 25 30 35 40 45 50 55 60 65 10 75 80 0
For illustrative purposes only. Age
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Questions?



Disclosures

Morningstar Investment Management LLC, a registered investment adviser and subsidiary of Morningstar, Inc., offers the Morningstar Glide Path Selection Tool
to assist plan sponsors in the determination of an appropriate glide path for their plan. Estimated plan participant asset allocations are determined using basic
data provided by the plan sponsor, which Morningstar Investment Management does not independently verify. Particular investment options may not be
appropriate investments for your plan, and there may be other investment options that are more suitable. The information, data, and opinions that are part of the
tool and any related output generated includes proprietary information of Morningstar Investment Management and may not be copied or redistributed for any
purpose. Morningstar Investment Management does not warrant this information to be accurate, complete, or timely and is not responsible for any damages or
losses arising from the use of this information. The Morningstar Glide Path Selection Tool should not be the only method by which an investment or a particular
investment option is chosen for a plan.

The information, data, analyses, and opinions presented herein do not constitute investment advice, are provided solely for informational purposes and therefore
are not an offer to buy or sell a security. Please note that references to specific securities or other investment options within this piece should not be considered
an offer (as defined by the Securities and Exchange Act) to purchase or sell that specific investment. Morningstar Investment Management shall not be
responsible for any trading decisions, damages, or other losses resulting from, or related to, the information, data, analyses or opinions or their use.

The information contained in this document is the proprietary material of Morningstar Investment Management. Reproduction, transcription, or other use, by any
means, in whole or in part, without the prior written consent of Morningstar Investment Management, is prohibited. The information, data, and opinions shown
herein and any related output generated includes proprietary information of Morningstar Investment Management and may not be copied or redistributed for any
purpose. Morningstar Investment Management does not warrant this information to be accurate, complete, or timely and is not responsible for any damages or
losses arising from the use of this information. Opinions expressed are as of the current date; such opinions are subject to change without notice.

Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to, Morningstar Research Services LLC, registered with
and governed by the U.S. Securities and Exchange Commission. Morningstar's Manager Research group provides independent, fundamental analysis on
managed investment strategies. Analyst views are expressed in the form of Morningstar Analyst Ratings, which are derived through research of five key pillars—
Process, Performance, Parent, People, and Price. The Manager Research group's investment research, ratings, and data is intended to complement internal due-
diligence functions for institutions such as banks, wealth managers, insurers, sovereign wealth funds, pensions, endowments, and foundations.
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