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From the Investment Management Practice Group

Paul Hastings’ nationally recognized 
Investment Management Practice Group 
continues to be highly ranked among the 
top law firms by net assets of all mutual 
fund clients as reported by Lipper, 
a Reuters Company.

On November 28, 2006, the NASD and NYSE issued a joint 
press release announcing the signing of a letter of intent to 
consolidate their member regulation operations into a new 
self-regulatory organization (“SRO”). The new SRO, which 
has not yet been named, is expected to begin operating in the 
second quarter of 2007 and will have oversight over all securi-
ties brokers and dealers doing business with the public in the 
United States.

Currently, the NYSE and the NASD operate independently 
as self-regulating bodies for the securities brokerage industry. 
There is relatively little overlap between them. Although there 
are more than 5,000 securities broker-dealers in the United 
States, only about 180 of them are members of both the NYSE 
and the NASD. This has resulted in two rule books, two sepa-
rate and uncoordinated regulatory staffs and two completely 
different enforcement systems. 

It is anticipated that the creation of one SRO with one set of 
rules, one set of examiners and one set of enforcement staff will 
eliminate duplicative and inconsistent regulation and increase 
the efficiency and consistency of securities industry oversight. 
It is also expected to reduce regulatory costs to the industry by 
millions per year once the operations are fully integrated. As a 
result of these expected cost savings, NASD member firms will 
receive a one-time payment of $35,000 from the new entity. In 
addition, the annual dues securities firms pay to the NASD will 
be reduced for a period of five years.

The non-binding letter of intent has been unanimously ap-
proved by the NASD Board of Governors and approved by 
the Board of Directors of NYSE Regulation and the NYSE 
Group. The plan, however, is subject to the completion of fur-
ther documentation, amendments to existing NASD By-Laws 
(which are subject to an NASD member vote), the execution 
of a definitive agreement and review and approval by the SEC. 
Once fully approved, the integration process is estimated to 
take approximately three years. 

The new SRO will be responsible for the following:

• Regulatory oversight of securities firms and all 
member examination, enforcement, arbitration and 
mediation functions;

• Professional training, testing and licensing of 
registered representatives;

• Industry utilities such as NASD’s Alternative Display 
Facility, OTC Bulletin Board and Trade Reporting 
Facility; and

• All other current NASD responsibilities, including 
market regulation by contract for NASDAQ, the 
American Stock Exchange, the International Securities 
Exchange and the Chicago Climate Exchange.

NYSE Regulation will continue to oversee market surveillance 
and listed company compliance at the NYSE and NYSE Arca.
The new SRO will consist of the current 2,400-person NASD 
organization as well as 470 of the NYSE Group’s employees. 
NYSE Regulation’s CEO Richard G. Ketchum will serve as in-
terim Chairman for three years, while NASD’s Chairman and 
CEO Mary L. Schapiro will serve as CEO. Mr. Ketchum will 
continue to remain CEO of NYSE Regulation. The new SRO 
will operate from Washington, DC, New York, NY, and 18 
District and Dispute Resolution offices around the country.
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We will continue to monitor developments in this area. If you have any questions about the NYSE and NASD combined regulation, or about 
investment management matters in general, please do not hesitate to contact any member of our Investment Management Practice Group.
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A 23-person Board of Governors will oversee the new SRO’s ac-
tivities with 11 seats held by independent board members and 10 
held by members who work in the securities industry. Large firms 
(500 or more registered persons) and small firms (150 or fewer 
registered persons) will each be guaranteed three seats on the new 
SRO Board. Medium sized firms (151-499 registered persons), 
NYSE floor members, independent dealer/insurance affiliated 
firms, and investment companies will each be guaranteed one 
seat on the new SRO Board. The Chairman and CEO will also 
serve on the interim Board.


