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COLLECTIVE TRUSTS OPEN DOORS

The dramatic rise of collective trusts may provide competitive advantages to some 401(k) plan
advisors.

The growth of collective investment trusts (CITs) as plan investment options is responsive to major changes in the 401(k) market, and
could benefit plan advisors with access to them. What's driving the rise of CITs and how can plan advisors leverage them?

Growing Momentum for CITs

CITs are not new. Launched in 1927, their popularity rebounded in 2000 when the National Securities Clearing Corporation (NSCC)
added them to its trading platform. Increased transparency and reporting by firms like Morningstar also have supported their growth.
As noted in a previous insight, Collective Investment Trusts: What You Need to Know, CIT asset growth has outpaced the overall
retirement market with a seven-year compound annual growth rate of 14.4% compared to less than 9% for all retirement assets." Since
2012, CIT use has grown by 35% within defined contribution plans while the use of mutual funds has decreased*—a trend that we
expect to continue.

Although not available to 403(b) plans, IRA investors, foundations or endowments, CITs have seen brisk adoption by 401(k) plans. In
2016, CIT assets reached $2.8 trillion, representing an 11.6% annual increase according to global research and consulting firm Cerulli
Associates. Traditionally limited to use by larger 401(k) plans, CITs are migrating down to smaller plans. While costs limit the smaller
plans’ direct access to CITs, advisor groups serving them can offer CITs to these plans by leveraging their entire client base and book of
business.

Advantages: Transparency, Low Fees and Scale

One of the market forces behind the growth of CITs is fee transparency, driven in part by the Department of Labor fiduciary rule but
also due to lawsuits and a general fiduciary concern about fully understanding the fees being paid with respect to plan investments.

'Erach Desai and Jason Dauwen. DST Systems and ALPS. Collective Investment Trusts—A Perfect Storm, March 2017.
“Callan 2017 DC Trends Survey.


https://www.nb.com/pages/public/en-us/insights/collective-investment-trusts-what-you-need-to-know.aspx

For portfolios that are not at scale, the cost of a CIT may be lower than the costs of mutual funds in part because CITs are overseen
by the Office of the Comptroller of the Currency or local state bank regulators, which impose less burdensome compliance and legal
regulations and fees than the Securities and Exchange Commission, which governs funds.

Another factor that makes CITs attractive is that most of them charge fewer 12(b)(1) and sub-transfer agency fees than mutual funds.
Most have no such fees at all.

But perhaps the biggest driver of CIT growth among plan advisors is the ability to scale. Many larger advisory practices have begun
to create proprietary asset allocation vehicles, like target-date funds, which they offer to all of their clients. Because CITs can be used
within target-date funds, these advisory practices are able to negotiate more institutional-type fees for CITs; they can use the buying
power of the advisor group to pass along the savings to all of their clients, even the smallest ones.

This can sound very appealing to plan advisors, who are facing a difficult business environment given plan sponsors’ demands for
additional services and the rapid decline of advisory fees. Similar to passive investments, CITs, which may offer more institutional-type
pricing than mutual funds, can enable advisors to maintain or lower overall plan pricing while limiting investment expenses.

Moreover, CITs can provide other competitive advantages. Not only can they offer customized strategies, like target date investments
with three types of risk profiles for each five-year period, but they also enable advisors to offer the same strategies offered by mutual
fund providers at a reduced cost.

More Growth Ahead

With 401(k) sponsors” extreme fee sensitivity and legal pressure to offer 401(k) investors the best price available, as well as declining
advisory fees, it is no wonder that many advisors and advisor groups are moving clients to CITs and fueling their dramatic growth. It's a
trend that serious plan advisors cannot afford to ignore.
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Fred Barstein is founder and CEO of The Retirement Advisor University (TRAU), a collaboration with UCLA Anderson School of
Management Executive Education and The Plan Sponsor University (TPSU). Founded in 2010, TRAU has quickly become the industry's
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This material is provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to buy, sell or hold a security.
Any views or opinions expressed may not reflect those of the firm as a whole. Information presented may include estimates, outlooks, projections and other “forward-looking statements.”
Due to a variety of factors, actual events may differ significantly from those presented. Neuberger Berman products and services may not be available in all jurisdictions or to all client
types. This material is informational and educational in nature, is not individualized and is not intended to service as the primary or sole basis for any investment or tax-planning decision.
Diversification does not guarantee profit or protect against loss in declining markets. Investing entails risks, including possible loss of principal. Indexes are unmanaged and are not
available for direct investment. Past performance is no guarantee of future results.

This material is general in nature and is not directed to any category of investors and should not be regarded as individualized, a recommendation, investment advice or a suggestion
to engage in or refrain from any investment-related course of action. Neuberger Berman is not providing this material in a fiduciary capacity and has a financial interest in the sale of its
products and services. Investment decisions and the appropriateness of this material should be made based on an investor's individual objectives and circumstances and in consultation
with his or her advisors. This material may not be used for any investment decision in respect of any U.S. private sector retirement account unless the recipient is a fiduciary that is a U.S.
registered investment adviser, a U.S. registered broker-dealer, a bank regulated by the United States or any State, an insurance company licensed by more than one State to manage the
assets of employee benefit plans subject to ERISA (and together with plans subject to Section 4975 of the Internal Revenue Code, “Plans”), or, if subject to Title | of ERISA, a fiduciary
with at least $50 million of client assets under management and control, and in all cases financially sophisticated, capable of evaluating investment risks independently, both in general
and with regard to particular transactions and investment strategies. This means that “retail” retirement investors are expected to engage the services of an advisor in evaluating this
material for any investment decision. If your understanding is different, we ask that you inform us immediately.
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