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Correspondence Memorandum 
 

 
Date: August 31, 2017 
  
To: Deferred Compensation Investment Committee  
 
From: Shelly Schueller, Director 
 Wisconsin Deferred Compensation Program 
 
Subject: Collective Investment Trust Options 
 
ETF requests that the Investment Committee recommend the Deferred 
Compensation Board (Board) consider converting to Collective Investment Trust 
options for certain investment options currently offered to Wisconsin Deferred 
Compensation Program participants.  
 
The Board is interested in offering quality, low-cost investment options to Wisconsin 
Deferred Compensation Program (WDC) participants. Consequently, the Board has 
regularly reviewed and discussed the expenses associated with various WDC 
investment options. Collective Investment Trust (CIT) options for some of the WDC’s 
mutual funds are now available to large institutional plan sponsors such as the Deferred 
Compensation Board. Plan sponsors have recently shown more interest in offering CITs 
because CITs generally have lower expense ratios than mutual funds.  
 
CITs are pooled investment vehicles created and maintained by a bank or a trust 
company that holds ultimate responsibility for the investments. Like mutual funds, CITs 
have specific investment objectives, may purchase stocks and bonds, and are offered 
through investment managers. Any underlying mutual funds in a CIT are subject to 
regulatory oversight, similar to that required of other mutual funds. CITs are subject to 
federal regulations via the Internal Revenue Service and Department of Labor, but not 
federal securities laws. 
  
As stated previously, the primary appeal of CITs for the WDC is the lower expense 
ratios than mutual funds. However, there are potential drawbacks for CITs: 
 

1) CITs do not have to produce a prospectus nor do they have to comply with 
federal Securities and Exchange Commission regulations. CITs are subject to 
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anti-fraud provisions, as well as banking laws, the Internal Revenue Code, 
ERISA and Department of Labor regulations. Annual audited financial reports are 
available to plan sponsors.  

2) CITs do not trade publicly, therefore transparency is lost. Investors cannot simply 
look up a trust via a ticker symbol.  

3) CITs are only required to provide an annual net asset value (NAV), whereas 
mutual funds must report daily NAVs.  

4) CITs are not required to distribute dividends and realized capital gains. Rather, 
the value of these distributions is retained and reflected as an increase in share 
price. This contrasts with mutual funds, where any capital gains and dividends 
must be distributed and in most cases, are reinvested in the form of additional 
shares. 

 
Vanguard 
Since 1985, Vanguard has offered lower-cost CIT versions of its mutual funds to select 
institutional investors meeting Vanguard’s requirements. Vanguard’s CITs are pooled 
investment vehicles created and maintained by the Vanguard Fiduciary Trust Company. 
For example, Vanguard says its Target Retirement Trusts are,  

“structured as ‘master-feeder’ trusts. Each 5-year mandate (2015, 2020, 
2025, etc.) has a master trust that invests in and holds Vanguard mutual fund 
shares. Clients [like the WDC] invest in shares of the feeder trusts 
(sometimes referred to as ‘sleeves’ or ‘sleeve trusts’) that in turn invest in 
units of the master trust.”  

The committee previously discussed the pros and cons of the Vanguard Target 
Retirement Trusts with Vanguard in early 2015. The Target Retirement Trusts 
offer the identical investment approach as the Vanguard Target Retirement 
Funds, including glide path and target allocation.  
 
In conversations with ETF and in recognition of the longstanding relationship with the 
Board, Vanguard has offered to provide CIT versions of the Vanguard Institutional Index 
(500 Index) and the Target Retirement Fund series (Income, 2015, 2025, 2035, 2045 
and 2055) to WDC participants at very low cost. 
 

• The Vanguard Institutional Index (500 Index) currently has a 2 bps expense ratio. 
If this option was converted a CIT, the expense ratio would be 1.4 bps. 

• The Vanguard Target Institutional Retirement Funds offered through the WDC 
each have a 9 bps expense ratio. If the WDC’s Target Retirement Funds were 
converted to CITs, the expense ratios would drop to 7 bps. 

 
Vanguard has stated that a daily NAV and other information on the performance of its 
CITs is available on the Vanguard website and can be made available directly to the 
WDC’s record keeper. Vanguard will also provide annual audited financial statements 
for their CITs for posting on the WDC website.  
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Fidelity Contrafund 
As presented to the Board as an informational item at the June 2016 meeting, the 
Fidelity Contrafund CIT offers the identical investment approach as the mutual fund 
version of Contrafund. The Contrafund option offered currently through the WDC has an 
expense ratio of 71 basis points (bps) and provides a reimbursement of 25 bps.  
 
The CIT option discussed at the June 2016 Board meeting has an expense ratio of 43 
bps. Since that time, Fidelity has opened a second share class of the Contrafund CIT. 
The CIT “II” share class has an expense ratio of 38 bps. As of mid-summer 2017, the 
Contrafund CIT II held over $7 billion in assets. If the Board converted the Contrafund 
mutual fund option to either of these Contrafund CITs, there would be a savings of 
between 3 bps and 8 bps to participants, but reimbursements from the fund would end. 
 
Fidelity can provide a daily NAV and other information on the performance of its CITs on 
the internet and this information directly to the WDC’s record keeper (Empower 
Retirement) and other interested parties. ETF would work with the record keeper to 
determine how best to transmit this information to WDC participants via quarterly 
statements and the WDC website. Annual audited financial statements for the CIT 
should also be available for posting on the WDC website.  
 
Conclusion 
Although moving to CITs may reduce some transparency currently provided by offering 
the retail mutual fund versions of the same investment options, converting to CITs 
would be consistent with the Board’s policies regarding offering low-cost options and 
eliminating options that offer reimbursements1. Other s.457 plans have incorporated 
CITs in plan assets. A 2016 National Association of Government Defined Contribution 
Administrators survey reported that 22.7% of all s. 457 plan assets are held in CITs. 
 
Recommendation 
ETF recommends that the Investment Committee suggest converting to Collective 
Investment Trust options for certain investment options currently offered to Wisconsin 
Deferred Compensation Program participants, which at this time are: 

 
1. Fidelity Contrafund - recommend move to Contrafund CIT II 
2. Vanguard Institutional Index (500 Index) and the Target Retirement Fund series 

(Income, 2015, 2025, 2035, 2045 and 2055) – recommend move to CITs. 
 

                                                
1 The Board’s Investment Option Selection and Reimbursements Policy, as adopted 
June 16, 2015, states that the Board “…seeks to offer participants quality, low-cost 
investment options through the Wisconsin Deferred Compensation Program (WDC).  
When available and fiscally feasible, the Board will offer these investment options in 
share classes (e.g., institutional) that do not provide reimbursements to the plan.” 
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ETF as well as both Fidelity and Vanguard will be available at the meeting to discuss 
the contents of this memo. 
 
 
Attachments 

A. Robert Steyer. “N.Y. Deferred Comp Plan goes big with CITs” Pensions and 
Investments. December 12, 2016 

B. Elizabeth O’Brien. “Low-Fee 401(k) Choices Are Hiding in Plain Sight” Money. 
July 2017 

C. Fidelity: Contrafund collective investment trust option 
D. Vanguard: Comparison of target retirement funds vs. target retirement trusts 
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Investing 

Managers continue to be bullish on multias
set class strategies, particularly outcome-ori
ented and customized solutions, despite 
tepid institutional investor response of late. 
T. Rowe Price's Sebastien Page said outfiows
are due mostly to "a few big players under
performing." Page 6

Alternatives 

The California Public Employees' Retirement 
System is grappling with ways its $26.4 bil
lion private equity program can continue to 
produce superior results in an era of expect
ed lower returns across asset classes. 

Pensions & Investments 

Defined Contribution 

N.Y. Deferred Comp Plan goes big with Clls 
Changes made to cut costs, 

reduce overlap, aid returns 

Employing collective investment trusts 
for the first time, the New York State De
ferred Compensation Plan has engineered 
a significant change in its investment line
up as it seeks to cut costs, reduce asset allo
cation overlap and remove poor perform
ing managers. 

The revisions were based on the Al -
bany-based plan's issuing RFPs through
out the year covering all asset classes of its 
mutual fund lineup, or about $12.1 billion 
of the plan's $19 .4 billion total assets. 

The board will replace some mutual 
funds for performance, replace some oth
ers with less expensive CITs and add a few 
CITs. The board also will convert some mu
tual funds to CITs offered by the same 
manager, as well as renew several mutual 
fund manager contracts. 

finalists were chose:n 

ance - then we looked at fees," said David 
Fischer, executive director of the nation's 
largest deferred compensation plan. "In all 
cases, the fees will be the same or less. In 
most cases, they will be less." Some of the 
fees involving CITs are still subject to ne
gotiation, he added. 

Mr. Fischer said he couldn't estimate the 
overall savings for participants. "There 
should be no meaningful increases to plan 
administrative costs," he added. 

The deferred compensation plan's 
three-member governing board voted 
unanimously Dec. 2 to make the changes. 
Each new or renewed contract is for eight 
years with the possibility of two one-year 
extensions. 

Plan executives have not yet decided on 
starting dates for the new investments or 
termination dates for other investments, 
"This will be determined by administrative 
constraints as well as timing of the commu
nications to participants," Mr. Fischer said. 

Although contracts for existing invest
ments covered by the board's vote are 
scheduled to expire March 31, those con -

�···�·-... � .. for one 

year," Mr. Fischer said. 
The New York State plan last revised its 

mutual fund lineup in 2008; but the adjust
ments were modest compared with the lat
est changes, said Mr. Fischer, whose plan 
has 218,516 participants. 

When the plan issued RFPs this year, 
board members wanted to look at both 
CITs and mutual funds in all asset cate
gories, Mr. Fischer said. The plan didn't 
consider offering CITs in its 2008 revision 
because "back then, they were few and far 
between," he said. 

Since then, the use of CITs has surged, 
bolstered by their lower fees, greater flexi
bility in investment management and less 
complexity in plan management, according 
to the Pensions & Investments' database 
that tracks defined contribution money 
managers. CIT use reached $1.58 trillion in 
assets at year-end 2015, compared with 
$895.6 billion in 2008. 

Annual surveys by Callan Associates 
Inc. show that 70.8% of DC plans offered at 
least one CIT in 2015, up from 60% in 2014. 
The rate was 51.9% in 2013, 48.3% in 2012 
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