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I~ath i(~ ~"lc(jruth ~ 
!'-lAS]) '! offer" to takc-= on sp..1 f -reguJ.ator'Y· respon­
sibi . .i."i.t"ies under the J.nv(~!:'d.lllc~nL i\civjse-r:'s Aet for. 
its broker-dealer members who nrc also regJstcred 
investment advisers. 

February 2, 1988 

Once the Finane] aj llJunncrs repc)J'L i.::-:; sel"]"L to thp. Congress i 

l:lu, Dj v.is; on ~{"i..l.l. b"!.r?:.i.n d(-~vel()pin.e: a recommend.ati.on to the 
(ommi.HSi()n on whether ~o seek le~islation thut would pro\ide for 
·t:h G CB "Luu.L j. shlllen t. 0 l' se.L f -regulatory or.e:ani zn t i. ons for' .i nvc::s tmc')n"!. 
a.dvisers. Ttw N.'\SO, J agt. yc.~ar:', H loud.i ed the fC-:f:l.sibili ty of 
becolning an SRO for its broker-dealer/investment adviser memberH 
and decided ChaL i.t hould be \,il.ling to tal\.e on t.his task, i.f 
\:!nabJ1.ng :i.eg.i.sl.at.i.oIl ;,;·(;re onuct,cd. Attached. is a J·une 22, U)87 
Information Memorandum we sent to ·the Commission briHfly 
sumfllarJ.:?:i.n.g the i\ASD).s proposaJ. The CO!TlIl1:i SH:i on nOh' needs to 
(h~c i d.(.! ~"haL 1.0 do about this. A1 thou.u:h the propogaJ baH 1IllHl~i 

p~os and cons, my current inclination is to recommend thut WE! 

l·H~;:,k enabLing; !.r~gisL:.l.tionl Hince ""!. doubt Fell.!. ever Q:{~t Lhe sLuff' 
or si1J.a:c,~· .levels \,'C ,.;oul.<i Ile(~d t,() cond.uct. enough inspecLj ons and 
adequl:i. t(~J.,v enforce the i\d\' i.H(·!rS Ac t and 0\1 r.' I'u leH Gn L 1. rf-d.y on our 
G;.;n. ;'~'\SD CO\'<,:~ .. 'age for' at-. least part of our adV:ll-H""!L' popuiution 
would be l)(-~t L<·~r than no Lh i ng. Our stl·J.ff t,ould oversee! th(·! ~ASD' s 
(·~fr()!'"i.~~, as hC:: d.u nOh' ·i.n the bL'()h(~r·-d.(·~aler E:t['ea. We ,,"ould 
continue to d1rectly regula1,(~ and. i.nspeei. non-]\1\.8D advisers, 
unless one or mor.'8 COillI.)(:!L]n!~ SR.O's ,,;rc:·re formed rCI:' othc·:r c.laHSt~B 
of a(h iHC['S! OJ·' the lu~~ required SHO mf~lllb\"::~rsh.ip of f:l..!.J. advis()!'s, 
:f"orcin.;,;; them to :joi.n ttlf-! ~\L"\Sl.) if no ot.hor SHO ,>ier'e formed, 

[ pr.'OPOSt~ to proceed as faL!.oh's, startj ng trl"i:.=; month: 

1. ~~~t ~ith ~ASD sLuff La see where they stand on Lh2 
d i·'aft of J. (~g;:i sJ.13.t"i. on ·the y promi s F~d t.o pr(~pa r'(! and. on a 
r(:;sponse \:.0 our quest.ion ·(.;hethel' thc:v'd. be ~d.lJ.jng La 
pick up adv; sp.rs tha t. are corporate ai'fi 1i a. Les of' ~\iAS.f) 

members bu t Lha"L don' t f~IIIP.!.OY the same pt:~op.! u. 

2. So.l·ici.t the vie\,;g of our (H;I1 Hc:gi.onaJ. Ofr.i.(:(~ staff.' on 
the! id.ea, Th(!y woul.d no longer be directly j nspecting 
as man,'>" a(.~visc;J's and instQad. h'ou.lcl mcn'~" j nto the ~:'>',SD 

oVGrs:ight business. 
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a. Oiscuss th(~ jdea l,d.1,b \A.SAA's inv-:-~::;tfll0nt advisE~L' 

cOHlmitl:(::e, chaired by Bob I.JaIllln, h'ho is a.lso Chairman of 
the Pennsyl\'f.Hlia. SecL!I'tiLc·!s Cornm:i.Hsiol1. NASA,\'s 
r(,'action T.;-i.lJ. be .important and its support. JIIa . ..- be 
cI':i.tical • .1l:)5 UIHdy l"..hat 1\:\SAA and the ;..j:\SD h'ilJ. use 
this proposal. to continue to btcker Cl\ceJ' SHOoS' 
r(~sp()nsiv0.ness (or Jach thereof) to staU~ :cep:ula'Lors. 

I donI t hnol-i hherG the othor' ComlJl.Lssion<.~rl:l h'i:!..!. come out on 
th1.s. At an<.~ poin'l., Char'.Les e~~!)resHed concern about t~he anti-
compei:.iLt,-,e :i.1Il"pac:t of' a I!eh' SHOo ),uLanH also voiced. concern 
about ~hether net; SROs shou.id be ~Htablished since we're nHver 
J OO~{, sat:i s f' h~d h'i t b Uw ,-job don(~ b.i-" ex is ting snos. 

Th(~re also ma~'- b(~ opposi tion from otnp.F groups in Ll"j(~ 

inV(~Rtment adviser industry, h'hi.cb .is a .'::..c~J:E dl\'crse bunch of 
peopJe. The InLernaLiona.l Association for F:inanciaJ PJunnin.fJ. has 
pushed for an SHO for pLunne['s only, but hasn't .Liked. the ici::;)8. of 
the ;--::\81) doing tt, nOl~l,ithsi.andjng the fact ttHlt most JAFP 
members carn most of Lheir monAY scLlin~ securities as register2d 
reps of !'L\.SD member fi.rms. 0\".h8r' p.Lanner- or'!J;an:i zai::Lons oppose 
more: r(~gu-'-a~:!.on in an:y form, and hllye unred th(.;) SEC to do more 
j JJSpectiDJ"lS (Ba ~ - Lhese . .;u.~'s a'ppar(-~ntJ:F hl.l\'(~n ~ L h(~a('d. of ·t,hc 
F(~dp.ra] bw:.i .. ~et dl~f.i.l!i.t~).. T'm .sure others ~"i.th confJ icting v'i.ehs 
"I i 1:1. :s ur. f;'l'.:'e ()nCf~ ,,'ord. gc ts 0 IJ L 1:.11 at h'(-)' re J ()ol~ i np; a r. the id (·~u 
ugain. 

I'd be p1.cascd to discuss this with you fur.ther, and hOPH 
t,ha t· .• ;tou '1.1. l.et 1110 kno\.-' -1. f ~'OU Fant me to do sOlfleth i.ng di f'i'eren L 
Dr jn addiU.on to dlS.t l'vu outLined a.bov,,~. 

c:c:: 1 it ncla. fj Cllb(:: r'g 
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INFORMATION MEMORANDUM 

IM-6-87 

June 22. 19B1 A •• ,j D '#t~ 
The Commission ~W"1r J) 

The Division of Investment Management~ 
NASD Resolution on Becoming a Self Regulatory 
Organization for Investment Advisers 

Attached is the resolution passed by the National 
Association of Securities Dealers' ("NASD") Board of Governors on 
May 11, 1987, proposing that the NASD take steps to become a 
self-regulatory organization ("SRO") with jurisdiction over the 
investment advisory activities of NASD members and affiliates who 
are registered investment advisers. 

The SRO would bring under the NASD's regulation those 
investment advisers who are members of the NASD. associated 
persons of NASD members. and entities, not NASD members, whose 
personnel are associated persons of NASD members. This would 
cover about one-half of the investment advisers who are 
registered with the SEC. Investment advisers to investment 
companies would not be covered. The resolution states enabling 
legislation would be required, which legislation should permit 
the NASD to set financial responsibility standards for advisers, 
charge fees to cover expenses, establish qualifications standards 
for advisers, and use NASD facilities for registering advisers. 

We have also attached a press release issued by the 
International Association for Financial Planning (IAFP) reacting 
to the NASD announcement. During 1985 the IAFP proposed setting 
up an SRO for financial planners. The IAFP professes to be 
"pleased" with the NASD resolution, but states that consumers 
need a specific definition of financial planning, and uniform 
federal regulation of financial planners, which it hopes could be 
incorporated into any legislation connected with the NASD 
proposal. 

We have met with the staff of the NASD on the Board's 
resolution and asked them to reconsider the scope of their 
proposal to also include investment advisers who are owned by the 
same holding company that also owns a broker-dealer, even though 
the investment adviser has no staff who are associated persons of 
NASD members. Since a key component of our ongoing study of the 
financial planning industry is an evaluation of the NASD pilot 
program to regulate investment advisers and financial planners, 



we suggest the Commission defer action on the NASD resolution 
llntil that study is completed at the end of this year. In the 
meantime, the NASD staff is continuing to work on the idea and 
intends to draft enabling legislation. 

If you have any comments or additional areas that you would 
like explored, please contact us as soon as possible. 

Prepared by: John H. Komoroske 272-2751 

ATTACHMENTS 

NASD Board of Governors resolution on investment adviser 
regulation 

IAFP's Response to NASD Proposal to Regulate Financial Planners 

2 



BE IT RESOLVED that: 

The Board of Governors accepts the report of 
the pilot program Study Group and authorizes the NASD to 
proceed to take whatever action is necessary to establish 
the NASD as the self-regulatory organization for registered 
investment advisers subject to the following conditions: 

1) The registered investment advisers who will 
be subject to tlle NASD' s regulatory authority 
will only be those who (a) are members of 
the NASD, (b) are associated persons of NASD 
members and (c) are entities, not members 
of the NASD, whose personnel are associated 
persons of NASD members. 

2) Investment advisory activities of 
investment advisers pursuant to 
management agreements with 
investment companies shall not 
to NASD regulatory authority. 

registered 
investment 
registered 

be subject 

3) Amendments to the Federal Securities· Laws 
that will be necessary to permit the NASD 
to become the self-regulatory organization 
for registered investment advisers shall, 
amongst other things necessary to the 
regulatory and disciplinary process, include 
authority for the NASD: 

a) to establish financial responsibility 
standards for registered investment 
advisers; 

b) to establish fees payable by registered 
investment advisers to defray the costs 
of regulation; 

c) To establish m~n~mum 
training, educational 
qualification standards 
investment advisers, and 

experience, 
or other 

for registered 

d) to utilize the NASD's facilities for 
capturing and maintaining the 
registration records of registered 
investment advisers. 
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IAFP'S RESPONSE TO NASD PROPOSAL 

TO REGULATE FINANCIAL PLANNERS 

The IAFP is pleased that the NASD Board of Directors has 

announced its support for uniform federal regulation of 

Investment Advisors, which would include financial planners. 

The decision of the NASD Board to accept a request to provide 

standards and regulation in this area is a positive development 

and further indicates our industry's strong movement toward 

providing true consumer protection. 

The IAFP, however, feels that financial planning is such a 

growing part of the financial services market place that 

consumers need a specific definition of financial planning and 

uniform federal regulation of financial planners. According to 

recent significant market research, 13% of all Americans now use 

financial planners, and that number should double during the 

next two to three years. The IAFP believes that consumers 

should have assurance that people who hold themselves out as 

financial planners have met basic, minimum standards of conduct 

and competence. It is hoped that the definitions necessary to 

accomplish this can be incorporated in the development of any 

proposed legislation. 

The IAFP urges other organizations in the financial 

services industry to join with it in efforts to enact uniform 

federal regulation for financial planners. These efforts should 

tie in to efforts at the state level to avoid overlapping and 

duplicative regulations. 


