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Filed Electronically

Office of Regulations and Interpretations
Employee Benefit Security Administration
Room N-5655

U.S. Department of Labor

200 Constitution Avenue NW
Washington, DC 20210

Attn: Lifetime Income RFI — RIN 1210-AB33

Dear Sir or Madam;

J.P. Morgan Asset Management appreciates the qigrto respond to the Request for Information
Regarding Lifetime Income Options for Participasutsl Beneficiaries in Retirement Plans (RFI) issoed
the Department of Labor, the Department of the Jugaand the Internal Revenue Service (the agencies

J.P. Morgan Asset Management operates in moreSiéocations worldwide with 650 investment
management professionals who offer more than 20€relint investment strategies to its clients. These
strategies span the spectrum of asset classesliimglaquity, fixed income, cash liquidity, currencgal
estate, hedge funds and private equity. J.P. MoAgart Management has more than $1.2 trillion sets
under management globally with more than $193®hiin retirement plan assets under management,
representing 2,395 retirement plans across theocatgy public, union and endowment foundation sedias
of March 31, 2010). J.P. Morgan Retirement PlawiSes, a part of J.P. Morgan Asset Management,
provides total wealth retirement plan servicesoime of the nation’s largest employers. As of M&th
2010, it serves more than 1.8 million plan-levetipgants, more than 350 defined contribution defined
benefit plans with more than $17.8 billion in priepary assets and a total of $112.2 billion in tsssader
supervision.

We commend the agencies for their interest andtsffio promoting retirement security for American
workers. We also share the agencies’ concernsdiaggathe level of preparedness of workers for eatient
and how to best ensure that their retirement saviasg throughout their, and, where appropriatr th
spouses’ retirement years.
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We certainly agree that there are benefits to pingioptions to plan participants that enable them
structure a retirement income flow that best mteds unique situations. Flexibility is a key issageach
plan participant’s circumstances and needs varyaWeoncerned, however, with a regulatory apprétaah
might promote certain types of retirement incomadprcts over others, or one that would mandate fipeci
forms of distributions.

Depending on the structure of the particular produe may have some concerns regarding efforts to
include deferred or accumulating lifetime incomedarcts as a qualified default investment altereativ
(QDIA); expanding ERISA Section 404(c) to encourtgeuse of these investments or any other plan
design-based provisions. We have found that QDlagraost frequently used in conjunction with retiegm
plans providing automatic enroliment where theipgnt does not make an investment election. We ha
concerns about higher costs associated with acetimgllifetime income products, potential limited
portability of these products and their suitabifity younger workers (each of these issues is dgaliin
greater detail below). A younger participant’s fedésion the accumulation of assets. Promoting invexst
products that carry higher costs may not be irpréicipant’s best interest. On the other handsghe
products may play an important role in developingtaement strategy for older participants. A kagtor is
the structure of the product. If an accumulatifgtiine income product is designed in such a matiatrthe
additional costs associated with the guaranteetiie income stream is not assessed until thecpatit
has reached an appropriate age, and prior toithatthe portability constraints could be eliminaed. the
annuity feature were freely transferable with muiilation penalties), then there may be situationghich
this type of product could be considered approgffiat QDIA purposes.

These lifetime income products also create a numbeoncerns from a fiduciary and plan administrati
standpoint. Accumulating lifetime income producévé both an investment component and an annuity
component. Currently, there is no guidance for filduciaries regarding how to evaluate and mortier
combination of these components in the contextdgfaned contribution plan. From an administrative
standpoint, the nature of these products raiseaica@perational problems. Not all products maghsily
transferable from one recordkeeper to anothertifignia participant’s options upon termination of
employment as well as hindering fiduciary decisicegarding replacing the product or changing
recordkeepers. These products are still in they stajes of development, and there would be coacern
regarding the market’s ability to meet demand sthasihge be mandated. Given the limited current plan
sponsor and employee demand for these productidtiaary concerns regarding selection and ongoing
evaluation, the administrative and portability gesbs with these products, and questions regardemten
capacity, it would seem premature for the agenciémplement policies encouraging their use.
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We do not believe it is appropriate to mandate dfiatefined contribution plans offer distributioimsthe
form of a lifetime income option, annuity or margl#tat plans have as their default distributionaspsome
form of lifetime income product. In doing so, thgeacies would be substituting their judgment far th
participant’s judgment as to what distribution optis in the participant’s best interest. Eachipiant is
faced with a set of unique circumstances regardian@r her retirement. Factors outside of any simdghn
may have a significant impact on what would berttost appropriate form of structuring retiremenoime.
In addition, because lifetime income options apdglly more complicated than lump-sum cash diatidn
options, particularly when the lifetime income aptiis combined with survivor benefits and survixights,
mandating a lifetime income option in defined cimttion plans may discourage employers from adgptin
or maintaining such plans. Certainly, the cost afrtaining defined contribution plans would increas the
margin.

In reviewing the questions raised in the RFI, itvdoseem that they can be broken down into threadr
categories: retirement income products, particigaloication and communication, and plan design/fdyc
issues.

Retirement Income Products

A number of the questions in the RFI focused orctvinetirement income products are available anid the
level of usage. Recently, we have seen some irssunteoduce incremental or accumulating annuity
arrangements as an investment product for definattibution plans. The products can come in several
different forms, including the following.

» Fixed income annuities -providing a guaranteed, fixed, monthly incomedararticipant’s lifetime.
The monthly income will not change month-to-montlyear-to-year based on market fluctuations
unless the participant elects an annuity with a obkving adjustment rider.

* Guaranteed minimum income benefits -providing a guaranteed monthly income to a pgréict for
his or her lifetime. Participant and/or employeniibutions purchase amounts of guaranteed retméme
income payable at age 65. All contributions arestgd in an underlying investment portfolio and,
therefore, the guaranteed income amount may inefe@sed on the performance of the underlying
investment fund. The monthly income in retiremeatyralso increase or decrease based on the
investment performance but will never go lower thia guaranteed amount. This option also provides a
participant the ability to transfer out of the istment without a surrender charge prior to anration;
however, the guarantee is decreased proportionately
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e Guaranteed minimum withdrawal benefits— similar to guaranteed minimum income benefits.

However, this option provides a stated percenhefguaranteed amount versus a stated income amount.

With this option, participant and/or employer cdmitions are invested in an underlying investment
portfolio. A participant’s account balance is remehually to the greater of the market value of the
participant’'s account balance on a specific daherprior year’'s balance plus any contributions enad
during the past year. Beginning at age 65, a fjaint may begin to withdraw a stated percent (&%)

of the guaranteed amount. The withdrawal amountimagase year-to-year based on the performance

of the underlying investment fund. A participantynadso transfer out of the investment at any time o
take additional amounts at any time during retinetyleowever, the guaranteed amount is reduced

proportionately based on the amount of the trarmferithdrawal. Once a participant’s balance in the
investment is depleted, the insurer takes ovep#lyenent of the last guaranteed withdrawal amount.

These insurance products generally provide paantgwith the opportunity to accumulate an interesin
annuity during the accumulation phase. Currenligsé products are in very few defined contribugtams.
None of the plans we recordkeep currently haveetiragestments in their plans, and there has béén li
interest expressed by sponsors in obtaining thesupts.

One of the presumed advantages of the accumulatingity products is their similarity to investment
options with which participants are familiar. Peigiants are typically provided with the current kedrvalue
of the investment, the future accrued benefit andsdimated future benefit based on continuing
contributions. Disadvantages of these productsidethe need to tie the participants to the pdaiicu
guaranteed benefit structure and the increased begbnd the underlying investment management fees.
There may be limited or no flexibility in choosiag alternative path once the participant selectnamity
option, and the sustainability of a lifetime incomearantee may be tied to the long-term finanaallth of
the insurer. There are also questions regardingdhtebility of these products should a participamnge
jobs or if the plan sponsor wishes to change semfoviders.

Several questions were raised in the RFI aboutakts associated with lifetime income productswahdt
features have a significant impact on those castste are several features that can impact the obshese
lifetime income products. The product features ti@ate the biggest impact on the cost of a guardntee
income product are:

» Flexibility features — The greater number of flexibility features cesah unknown time frame during
which the assets are guaranteed. If flexibilitprigvided without an official guarantee, then theway be
little impact to the cost but, the investor takesan added risk that the account balance will asit his
or her lifetime.
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* Fees of underlying investments- When the underlying investments become moreresipe without
providing additional return, the principal balarafea participant’'s account is depleted more rapitlg
to the payment of these fees, which increasess®fbr guaranteeing the portfolio. The incremental
investment management fees also become increnveratplfees.

» Volatility of underlying investments — Despite the increase in likely return, an insesia volatility of
underlying investments increases the fees of tlagdue to the greater cost to hedge the assethand
increased possibility of negative results havingnapact on the insurance provider.

» The cost/difficulty of hedging the underlying invements — Adding extended markets in a traditional
investment vehicle can add to the potential retarreduce volatility. However, these assets neay b
more expensive or impossible to directly hedge #retefore, the added risks of "proxy hedges" can
dramatically add to the cost of providing the guéea.

In addition to costs, there are a number of fadtoas should be considered by fiduciaries in evaiga
annuity products.

» Cost —The cost of an option refers to the load or expgrad to convert a lump-sum amount of savings
into an income stream. The cost effectiveness afiion can be measured by the amount of income
generated per $1,000 of savings, for example. ©keaf an option may appear explicitly, such as an
expense load on the investment return, or impjiciich as a deviation from an actuarially equivale
product.

* Longevity protection —An option that offers longevity protection helpsares that income will not
cease merely because a retiree lives beyond arcage. Participants may find this protection uk&iu
the extent that they need their savings to genaratene throughout their retirement. Some will Aot
like those with more savings than they could spgmen their lifestyle and adequate spending digagpl
However, many retirees and pre-retirees admit smoneern about running out of money. As such,
retirees without this protection not only risk peore exhaustion of savings but also spendingtiess
they otherwise could have because they fear dapléteir savings.

» Inflation protection — An option that offers inflation protection will faa the ability to insure the
income stream against the loss of purchasing poleethe extent a retiree depends on this income
stream to provide certain goods and services ireme¢nt, the ideal option would match fluctuatiams
the cost of goods and services with similar chamgése amount of income it provides.

» Investment risk protection —This criterion assesses how well the option ptetegpected income from
poor investment experience. The greater the rigskddiced income due to the underlying investments,
the less protection the option offers.
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Credit Worthiness — The long-term solvency of the insurance providast be considered by the plan
fiduciary in determining the ability to pay futubenefits. While state insurance laws may provataes
level of protection, a prudent fiduciary cannoyreh this alone.

Simplicity — This criterion assesses the complexity of an opftiom a participant’s point of view. More
specifically, the extent to which complexity maytetethe selection of an option or increase the
likelihood of improper use. An option will only ptace income for participants who elect it, and
incorrect use will reduce the efficiency of incopreduction.

Flexibility — Flexibility assesses how well an option adapfsdigntial changes in a retiree’s income
needs. Examples of features that allow flexibilitglude the ability to recoup savings if the papamnt
dies soon after electing an annuity or the abibtyeallocate savings due to a change in status$ @si
long-term care needs). Flexibility also includes #bility to select an option that fits a participa
lifestyle needs. For example, does the option aligrarticipant to use only a portion of his or her
savings for income so that the rest remains availi@p other savings goals? Flexibility may help to
overcome some of the behavioral hurdles to selgetinincome option. However, it often comes at a
price, reducing the amount of income generatedhbyoption.

Qualified plan fit —This criterion assesses the ease with whichraggansor can implement and
maintain an option in a qualified defined contribatplan setting. For example, the regulations
pertaining to qualified plans can create hurdlghéoimplementation of certain plan features and
options. A plan sponsor might consider the abaityts (or its third party) administrative systetos
manage such an option and the costs associatedt .with

Portability — Portability reflects the ability to move in andt@f a particular option or product within an
option. For example, what happens when a partitigaminates employment? Will the option allow for
easy transfer out of the plan (by rollover or ottmerans) or will it require a participant to keep an
account in the plan, perhaps resulting in feebeégotan? The plan sponsor should also consider the
consequences if it should want to change the ptaafterings in the plan. Will the plan sponsor need
retain frozen accounts or can they just transfetcounts to another provider?

Fiduciary concerns— Currently, there is little guidance regardingvheo plan sponsor would meet its
fiduciary obligation of selecting and monitoring accumulating lifetime income product. The fidugiar
issues associated with accumulating income produactsfined contribution plans, including the
selection of insurance providers, are more comjtiar the issues associated with the selection of an
annuity provider in connection with a defined béngénsion plan. The portability concerns addressed
above could have the unintended consequence dirlgra plan sponsor’s ability to change funds or
providers, thereby, potentially undermining thé&iutiary responsibility.
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With regard to the availability of lifetime inconpeoducts at retirement, a participant has the aptio
rolling into or purchasing an annuity with his @rhetirement distribution. Many service provideffer an
annuity “shopping platform” that participants maycess to help them select an appropriate annuity.

Participant Education and Communication

A number of questions in the RFI concerned comnatitio strategies and the potential application of
behavioral science. Over the life of defined cdmition plans, there has been considerable efforirar
“participant education.” Numerous strategies hasenbiried and yet there remains significant concern
regarding participants’ retirement security. A®ault, the industry has turned toward more pastiategies
including automatic enrollment programs and managmdunts to improve participants’ retirement
readiness. These are effective tools, especialngihe general apathy among these “accidentatiose”

The majority of 401(k) plan participants are acoidéinvestors. They are taking advantage of emgdoy
benefits that happen to involve investing in tmaficial markets. Despite the efforts to educate the
population, the majority remain passive particigadtP. Morgan Retirement Plan Services releasastig
in November 2009, which demonstrated participgmsspectives. Entitled “Anything But Certain,” the
findings showed:

» Two-thirds of 401(k) plan participants admittedytliton’t read the plan information they receive from
their employers or providers.

» Although 27% of 401(k) plan participants cited mretient as their top financial goal, daily billsedit
card balances and mortgage payments comprised@&étng an overwhelming priority on debt
management.

» 21% of participants were not at all confident tél achieve their retirement goals.

» 18% of participants were unsure of what they’llchéar retirement; however, 29% think they're orcka
for less than 50% of their current income in retiemt, and another 23% are unsure how they're
progressing toward their retirement goals.

* 58% of participants indicated they did not haveugiiotime to pay attention to their retirement
investments on a regular basis.
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When considering what information participants nigechaking decisions about retirement income, a
complex subject itself, employers and regulatomighconsider the mindset of participants. Younger
participants generally have less interest in tres@and efforts should focus on getting them tti@pate in
the plan at an appropriate contribution level. @la#ticipants, those age 50 or older, generaynaore
actively engaged in retirement planning, and téamgetducation efforts at these individuals wouldhiere
effective than mandating education efforts to ewagyin the employee population. Mandates attempt to
force the behavior of large groups whereas targetetmunications focus the message to where itoeill
most effective.

Application of behavioral science has shown sonoege. Behavioral strategies have been very efiedti
promoting “good” behavior in 401(k) plans with regpto enroliment and contribution rates. From plan
design strategies such as automatic enrollmenaatmiatic acceleration to communication and mangeti
tactics such as placement of information and sowais, employers can effectively drive positivardge
among individuals with respect to their retiremeanings patterns.

Applying these strategies to retirement income Ive® different challenges. Participation and cdmuiion
levels are relatively simple decisions when compdoghe number of factors that must be considered
effective retirement planning. In addition, the o of what is needed for retirement is extremely
important. In theory, retirement income would conaanual income which is paramount. Communicating
an account balance exclusively does not preseateurate picture. At J.P. Morgan account statencarts
provide both account balance and how that woultstede into annual income in today’s dollars. The
majority of 401(k) plan participants cannot gleangpective around account balance. The contextsralke
the difference. Providing a participant with an@att balance projection alone does not give hilmeor
sufficient information to make an informed decisi@nanslating the account balance into an annealnre
allows the individual to make an appropriate corigmarto his or her lifestyle today. Since 2001, J.P
Morgan generally has presented both views in it®aat statements. An individual receives a viewhef
account balance at a point in time along with atdnanslating that figure into an estimated annoebme

in retirement at three different ages — typically 65 and 67. Finally, any discussion of retirempeobme
must be handled in a personalized fashion to eff@gtcommunicate what it means to each individual
participant.

In the end, any participant communications — whesi®ut retirement income, plan participation aeas
allocation — must be personalized and simple teedhe best outcomes for individuals.
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Plan Design/Fiduciary Issues

Perhaps the key issue when considering plan desigiications of lifetime income options is to make
certain that plan sponsors have the flexibilitglésign their plans to meet their participants’ rsegud best
interests. Participants have unique needs andmegtauinces, and there is no “one size fits all” sofutor
their retirement. The agencies should refrain feop mandates that would require defined contriloutio
plans to offer annuities as a distribution optiand rather, promote policies that encourage offesimuities
as an option.

The RFI asked a number of questions regardinggievisions and annuities including whether company
matching contributions are used to fund annuitiesthe extent to which the choice of purchasingmmuity
or purchasing a partial annuity is available. Werast aware of any plans utilizing employer conttidns to
fund lifetime incomes, nor are we aware of partiais being given a choice to have such contribstised
in this manner. A small percentage of plans thasamgice provide for an annuity distribution optigmd
few, if any, allow a “partial” annuity distributiooption. As discussed above, there has been sovemant
among plan sponsors to provide an annuity “shopplatiorm” that participants may access to helprthe
select an appropriate annuity.

While the lack of participant demand could be adskee through participant education as discussedkabo
plan sponsors may still have concerns regardingciay liability for the selection of an annuityguider.
Existing Safe Harbor provisions regarding the sgamf annuity providers seem to rely on a sulbject
judgment as to whether the actions of a plan sp@wsfy the Safe Harbor provisions, leaving itophe
courts to ultimately decide if decisions about anuty provider’s long-term financial viability wemprudent
or if costs are reasonable in relation to the henahd services provided. To be meaningful, thie Sarbor
provisions should provide objective standards et fiduciaries could rely on in selecting andlasting
the various lifetime income products.

The RFI also questions the affect of the requir@dmum distribution rules (RMD) on the decisiondffer
lifetime annuity products. We believe that RMD wsulghibit a participant’s ability to effectively mage
their retirement income stream. The RMD rules naagéd participants to take distributions when it may
be prudent to do so, a fact that was recognizeddngress when it suspended RMD'’s for 2009 under the
Worker, Retiree and Employer Recovery Act of 200&at being said, we would be concerned with an
approach that exempted a specific product fromiegign of the RMD rules. This could have the
unintended consequence of creating a bias towatgtbduct and encouraging usage even when itti;ino
the best interests of participants.
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Conclusion

We agree with and share the agencies’ goal of emiguthe retirement security of participants in éogpr
sponsored retirement plans. We believe that thad cgn best be attained by not creating new masdaate
constraints that limit the flexibility of plan spsars to design retirement plans that best meatdhds of
their participants or stifle the ability of the rkat to innovate. It should be remembered thatitsedsage of
many of the strategies discussed in the RFI suelutmsnatic enroliment, use of behavioral strateglefault
funds with equity exposure, investment advice aatigipant education programs, were not the rexfult
legislative or regulatory initiatives but came fraimadustry innovation. As the industry focuses direenent
income and the decumulation phase of retirementyadd encourage avoiding any regulatory action tha
might have the unintended consequence of limitingreé innovation.

Once again, we appreciate the chance to commemwamld welcome any opportunity to discuss thisessu
further.

Kindest regards,

AL

Robert Holcomb
Vice President, Industry and Legislative Affairs
J.P. Morgan Asset Management
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