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Marianne K. Zychal 
Mar~ay~ng O~rcctor 
and As5uc1dlc Gcncrdl Counscl 
Legal nepartltlenc 

Rradfclrd C'anpbell 
Acting Assistant Secretary 
Employee Benefits Security Administration 
Suite S-2524 
1.1. S Ilepnt-tmenr of Labor 
200 Constitution Ave. N.W. 
Washington, D.C. 202 1 0 

Re: Response to Kequest for information Regarding Computer Models 
for the Provision of Investment Advice to Individual Rctircmcnt Accounts. 

Dear I-Ionorable Acting Assistant Secretary Campbell: 

On behalf of JPMargan Chase & Cn.. 1 am writing tn respotlil to the 
Dcpartmcnt's abovc-captioncd rrclurst 1i.r inl'ormation. JPMorgan Chase & Co., through 
its affiliates, JPMorgan Chase Bank. N..A., JPMorgan Securities Inc., a registered bro kcr- 
dealer and N YSE mcmbcr, and Chasc lnvcstmcnt Scrvices Corp., a registered broker- 
dealer and NASD member (collectively, "JPMC"), provides sewices to individual 
retirement accounts ("IKAs"), irlcludillg, invcstmcnt cducaliun and guidance. This 
causes the subject to be of particular interest to JPMC and positions it as a credible and 
practical resource of information in regard to this rcqucst. Thcrcforc, we appreciate the 
opportunity to respond to this WI and hope to remain a valuable source of information to 
the Uepartrncr~t of Labor as it cclrnplctcs its rcquircd review o l  cornpiller models for 
investment advice. 

I .  Are therc computcl- nld~~lt~l i ~ ~ j i ~ ~ t m e n t  advice programs for the csarent year rsnd 
preceding yecrr thul cue, or rncr j .  bc, ulilized iuprovide inveslment advice to bencflciaries 
q f $ l ~ m s  &.rcP-lhed in sectint l49 -j(~)(Ij(Bj-(Fj (and so much of .cuhpmagruph (GI [IS 

rt.:lir/es 10 such ,I ub/~trrogr.iq)i~s (her.ein~i/ier "IRA'Y uf 'the Code which: 
(11.) ./lypilb gcncml(la ncccprccl irr~~csttncnt theorics that take into account the historic 

rerrtrrrs of r l i f f i r ~ ~ ~ t  . . a,rser rlrrss~s owr  ritfined periods qftinae; 
(bj I/'tiliz~? relevun 1 information nbotrt #he beneJiciary, which may include age. I@ 

e.xprctuucl.. I-erirstn~nt rrge, risk ro l~rar7r~ ,  other assets 01" sources uf income, an(& 
pucft'rt'llccs rrs to certain lypcs of investments; 

(i:) (I!wrure in mmnner thtlt i ~ .  nor hime111 in,fuvoP- qfipavestnaenls c?[j&t-~d by  he 
fiiiuriroy (idvisrr ur it person will7 cr rncrleric~l c!ffilialiun ur confr~~uluui  rcl~~tionship r iq i t t t  
the Jidlrciury crilviser; 

(dl Tuke irito accoidnt [he &all range of i~vcstments,  i~zclrtding eqtrities and hon~is, i r r  
&?re,-n?ining [he uptior~s,fir the investwzent porrfOlio~ uj-tht- I?~tyfi(:iary: C I I Z ~  
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(t) ..Ill,~w the beneficiary, ipl directing the inves/nrr~l, slrflic?~wi flexibility in ohtatning 
(rdrice lo e~acllunte and select investmeptt options. 

JPMC is not aware of any computer model illat i11eets all of the rcy uil-cments 
enumerated above. In pamcular, tlosc rcquircrrlcnts set h r lh  in sub-sections (c) and (dj 
are not addressed in computer models with ~ h i c h  we are familiar. 

We suggest that the requirement that nmandates that a illode1 ' h p e r a f ~  in r r  
manner that is not hiused irt ,frr~.or of ir~\lrstmr~nts qiffered by /he, jidziciuq~ adviser or- n 
person wilh a rnuferiul uffiIillliot7 or c ~ ~ ~ t r n c t t ~ l  relationship with the fiduciury urh*is~r", 
merits some discussion. 

Tt i s  our understanding that in ordcr to mitigate such a bias, it is common 
practice in the industry for advisors to provide guidance or advice regarding a sclcction or 
both affiliated and non-affiliated funds and to allow thc IRA beneiiciary to mL&e the 
ultimate investment decision. The advisor therehy is nnt exercising investment discretion 
and avoids favoririg its own or an afflliatc's ii~nds. Nolt.\s urtl~y is the fact that it is the 
inves tor, with the assistance of the advisor, and not a comput el- model cvt~ich is causing 
the ultimate in\fest~us~t decision regarding mutual fund inveshnvnls to take place. 

We are certain that, while thcrc arc computer mudvls which may consider a 
1imilt.d universe clf mutual funds and which populate asset nl l ncatinn ltiodels with such 
~nutusll funds, there exists no computer modcl in thc IRA marketplace which meets the 
mandate that it: "tuke into account the fill1 range of invss fn1erzt.7, ~ P I C J U I I ~ ~ ~  ~rillilics um1 
l>ondr, in deferrnirli~g rhe options fur [he invesrmenr pur( fd ius  of the beneJicimy". 

2. Iflfczrrrentljljr uvuilublr eon~prtrer modcis du not sctfisfi all offhe criteria described 
crhove, which criferia are pre.~e??t(~b rlol conlidt~rrd 19' s~ich computer n~odels? Wuzkld it bc7 
yussible lu devrlop cr modd /hu/ s(rtiqjivs ull of tltc specifled criteria? Which criteria 
u~otlld pow dff icul t i~ .~  to developrr,~ a? ~d whj,? 

As indicated in our aim e respnnqe, .lYM(? believes that thc current computer 
tnodels will meet neitl~cr rcquircrrlcrlt (c)  ur (d j above. The universe of data that would 
necessarily be included in the coinputer model in order to address these criteria, wllilc no1 
infinite, would certainly be vast. In addition, such a modcl uuuld have to be equipped to 
take into consideration investor preference with respect to investing styles. FOI. ilwtnncc, 
some investors prefer active tnanagement while others hclicvc that inrlvxing is the 
apprupriale way lo invesl. To develop and operate a model that esse~~tiall y rep1 icatss the 
financial markets and wli icli also takes into co~lsideratio~l i~lvcstor prcfcrcnct: in order to 
render in\ eslrnenl advice to IRA beneficiaries could be so burdensome and cnstly that it 
may not be feasible to operate economically. Tl~i s could potential I! render such an 
offeri ilg unaffcrrdnhle to t tie average IRA bcncficiary, cffcctivcly clc fcaljng its worthy 
pc~rpost.. Fi~rlhermore, ii' a cmifiirm computer model was developed, and the entire 
marketplace was to rely upon it. the value added by advisors who independent1 y strive to 
opti mi 7.e returns would be elim~nated. 
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3. Ifthere arc any currcnfZy available computer unoriel i~rvesrn7t~n1 ( I I ~ I ' ~ C P  programs 
F L I P P ~ ~ I . ~ ~  the criterin describe(/ in Qursliun 1 ihcrf mu,y be utilized for providirtg inve,cm.renr 
n~h*icc ro IRA beneflciarics, plensc provide a complete descriptint~ of s t~rh  pruKv[ln?s und 
rhr r rtc?llr to whirh t h ~ y  .yre uvaillrbl~ lo IKA benrficicrries. 

As we have noted in our responsc to qucstion 1, JPMU h o w s  of no model that 
meets all of the criteria specified in that question. 

I. CFitlz rcspccf tu an+yprograms dcscrihed in rrcpnnsc to Qlde.~bion 3, do rany ofsuch 
progrclrns pcmlir tl.1~ IM hen<ficiary lo ivavesl IRA clssets in i~iriz~u11j~ n~7y imw.st?ncnt? ?f 
not, whcrr ure thtl LJiflcultics, ifany, in creating .ruck a model? 

As we have noted in  our respanse to question I , .TPMC' knows of 110 modcl that 
mccts all of thc critcria spccificd in that yuestiun. In addilion, as noted in our response to 
question 2, we believe that the inefficiencies and expense in atts~llpting to opcratc a 
modcl which rcplicatcs thc finw~cjal markets would be daunlinp and would not have the 
hoped for positive effect for IR4 beneficiaries. 

5. Ifcomputer model investnl~~7t crdvicc progrums ure not crlrr.ep~tl~j ~wvniklrble to I K A  
bencficinri~s thnf p ~ ~ m i t  the invesrnret7t oflRA [t,ssef,r in vjr~zc[rl(y mql ~m*estmcnt, arc 
there computer model invcstmcnt udvice pr-ogrurns currcnrl~ availukltl r o  IRA 
benq7ciuri~s that, by design or opc~rrrtiort, limir the invesfmenls mudpled by 137e cumpzdter 
program to n subset of the invest~?wn/ zmivcrsc? 

Yes, in fact, JPMC utilizes a computer model for asset allocations, which 
aliocations are then populated wit11 a subset of the univcrsc of U.S. rcgistcrecl mulual 
funds. 

If' so, who is responsible for tltc ~fevclopmenf of such invcsfmcnt limitations and how arr 
the Iim itrations d~ v~lopecj.? 

JPMCl develops strt7tsgic and tactical allocation rnodcls wtlicli arc implemented 
consultatively through investment advisory relationships between JPMC investme~lt 
adviso.ols atid IKA beneficiaries. 

I,$ tircre r~?z~.~flcxihiliq~ or1 tilt' prrrr of an IRA hene$ciary to nzodifi the cony?uter r n o d ~ l ~ o  
1~4kc.  inlo crccu~m~ his ur I~ev  p~c~fi~rcwcc.~? 

JPMC 's allocation nlodels. of course, allow IRA beneficiaries to provide 
changes to the inputs relied upon in its scoring methodology. For example. an investor is 
al~le tn change his nr her investment time I~orizan 01- risk tolera~~ce in order to do "whi~t  
if' or "scenario" analy sjs. 'l'hc scoring mcthodolngy pro f i lcs  thc IKA hcnc ticiary and 
guidcs the allocalion, the IRA beneficiary may no1 change (he scuring methodulogy. U's 
are not aware of any con~puter model which may itself be changed by an IRA 
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beneficiary. 0l course, an IRA beneliciary is free to accept or reject the advice generated 
by the model or to illvest in a manner that is different fior-r~ the advice gericratcd by the 
model. 

Are sz4c.h cumpw,er mudel investmen/ ~dviceprogrc~ms crvaiiable to the beplcflciuries of 
IRAs that arc not ntnintwincd by the persons off~ring such programs? 

SPMC knows of advice programs which are hot11 maintained in-house and 
outsoclrced by a service provider. 

6. If:yo~c uffir c~ cornpulrr model inveslmenl advice prugrcrm bused on nonprtlplrictury 
invesfment /wodzacts, do you makc ~ / Z C  program aavilahke to i~rvest~nenf acco~,ints 
mcrinlcrined by jruu un bshcrlf'q f-lRA b r n ~  ficictries .? 

JPMC's model allocations may be populated with non-proprielary Scmds after 
consultation with the IRA beneficiary. 

7. ?$'hut w e  the investment vpfivns considered b+y computer invc,sfmcpzt advice 
programs? What ivforrnation on such options is needed? Hu w i s  the inforrnc~tiun uhlained 
and made part of the programs? Is the information ptlblicly mtailuhlc or availahke to IRA 
benq7ciaries .? 

JPMC: i s  aware that iii the 40 1 (k) marketplace there are cornputer nlodcls which 
advise on investment in mutual funds and optimize m u n d  company stock positions held 
in an account. We are not aware of m y  such model in the IRA marketptacc. In thc IKA 
marketplace, in addition to the prospectuses of the funds, there are myriad sources of 
i~lformation and fiind screening tools which IRA heneficiarjes may consult. 

8. Hbw shozdld the Ilepartment or a third prjrr~ evnl~iute u corrtp~fer model invrslrnrnl 
advicc program to determine whether a p r o p m  satisjies the criteria described in 
Q?~estiun 1 or at7y other simihr criteria estfibli,rherrl to evn/unf(? s ~ ~ h  programs? 

Clearly performance data which takes into consideratin11 the return and expense 
ratios ol' the Lunds would be necessary in order lor an IRA beneiiciary lo evaluale each 
investment option. In addition, a measure of risk which is easily understood by and 
lailored lo the invcstor would bc critical to any such evaluation. Finally, ariy cvalualion 
of the computer model output wouid include a common sense assessment of whether the 
rccomrncndcd assct allocation is a ratiola1 one based upon the inputs. By way of 
example, taking into consideration one's investment time horizon and risk tolerance, is an 
invcstnlcnt allocation of 80% equities and 20% fixed illcoine sensible? 

9. Hmv do contputer model kavestnzcnf advice programs present advice to IRli 
brnq/iciurie.s:~ Ho MI do s t ~ h  programs allow kevq5cia~ics to refine, amend or ovewi~ie 
provided advice? 
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The conlputer models with wl~ich JPMC is familiar provide investment 
allocation hy asset class ratllcr than advice on investment in particular tnuh~lal S~rnds. An 
1RA benelicjary will respond to questions regarding his or hcr inveslment objective, ti ine 
horizon and risk tolerance a t d  the output is a pruiilz which is then "mapped" to a 
particular model allocation. In an advisory relationship. os oppuscd to one where 
investment discretion is exercised by a manager, the implementation of the model 
a1 localion, [hat is the selection of the mutual fund investments that populate tht: 
recommended allocfition, inay tllcr~ bc rcvised as agreed by the advisor and the IRA 
beneficiary. 

Again, we appreciate the opportunity to respond to the Request for lnlbrma~ivn. Please 
feel fi-ee to call u s  if you hovc atly additional cluesljons or require additional iinfnrmntion. 

Sincerely, 
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