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WSR 24-11-013
PROPOSED RULES
DEPARTMENT OF

FINANCIAL INSTITUTIONS
[Filed May 6, 2024, 9:51 a.m.]

Original Notice.

Preproposal statement of inquiry was filed as WSR 23-08-058.

Title of Rule and Other Identifying Information: Broker-dealers
and salespersons of broker-dealers.

Hearing Location(s): On June 26, 2024, at 10:30 a.m., at the De-
partment of Financial Institutions (DFI), 150 Israel Road S.W., Tumwa-
ter, WA 98501.

Date of Intended Adoption: June 27, 2024.

Submit Written Comments to: Jill Vallely, P.O. Box 41200, Olym-
pia, WA 98504-1200, email jill.vallely@dfi.wa.gov, fax 360-902-0524,
by June 25, 2024.

Assistance for Persons with Disabilities: Contact Keera Earskine,
phone 360-902-8760, fax 360-902-0524, TTY 1-800-833-6384, email
keera.earksine@dfi.wa.gov, by June 25, 2024.

Purpose of the Proposal and Its Anticipated Effects, Including
Any Changes in Existing Rules: The proposed rule making creates a new
chapter of rules for broker-dealers and salespersons of broker-dealers
at chapter 460-20C WAC, and repeals the existing rules in chapters
460-20B, 460-21B, and 460-22B WAC. The proposed rules update the rules
consistent with current federal law and the Financial Industry Regula-
tory Authority (FINRA) rules, incorporate North American Securities
Administrators Association (NASAA) model rules, and describe the ap-
plication filing procedures and registration requirements for broker-
dealers and salespersons. As compared to the current rules, the pro-
posed rules:

. Add a statement that the rules in the chapter apply to broker-
dealers to the extent permitted by the National Securities Mar-
kets Improvement Act of 1996.

. Add definitions for "Branch Office," "Chief Compliance Officer,"
"Principal," "FINRA," "FINRA Member," "Form BD," "Form BR," "Form
BDW," "Form U4," and "Form U5."

. Add a definition for "Solicited" based on Securities Act Inter-
pretive Statement 16.
. Describe and clarify current application procedures for both FIN-

RA member and nonmember broker-dealers with respect to initial
applications, renewals, and amendments.

. Describe and clarify current application procedures for register-
ing as a salesperson of a broker-dealer.

. Add a requirement for persons who supervise salespersons in Wash-
ington to register as salespersons in Washington.

. Add a requirement of the notification of branch office on Form
BR.

. Update the Canadian broker-dealer exemption to specify the cur-

rent exemption notice filing procedures, including that broker-
dealers must submit a consent to service of process (Form U2).

. Clarify that a broker-dealer must maintain at least one principal
who has passed the Series 24.
. Adopt the NASAA Model Rule: Examination Requirements for Broker-

Dealer Agents, which will extend the validity of exam scores for
up to five years for persons who participate in the FINRA Main-

Certified on 6/3/2024 [ 1 ] WSR 24-11-013



Washington State Register WSR 24-11-013

taining Qualifications Program and the NASAA Examination Validity
Extension Program.

. Add a new rule allowing the securities division, after providing
at least 30 days' notice, to terminate pending applications on
which an applicant has taken no action for nine months.

. Add a procedure for effecting the mass transfer of salespersons.

. Add a rule requiring the filing of Form BDW to terminate a brok-
er-dealer registration.

. Update and specify the current federal rules that apply with re-

spect to minimum capital requirements, reserve and custody re-
quirements, books and records, and financial reporting require-
ments.

. Specify that FINRA members must file the financial statements re-
quired by the Securities and Exchange Commission in Washington
upon request.

. Specify that nonmembers of FINRA must file financial statements
annually through the securities division's eFin filing system,
and that the securities division may require quarterly filings
upon request.

. Revise the supervision rule to state that broker-dealers must
reasonably supervise employees (in addition to its salespersons),
must comply with supervision requirements in FINRA conduct stand-
ards, and must comply with training regarding detecting the fi-
nancial exploitation of vulnerable adults consistent with the ex-
isting requirements in RCW 74.34.220(3). The revision removes the
existing requirement that the supervisors of salespersons in
Washington be located in Washington, and provides that the secur-
ities division may require heightened supervision as a condition
of salesperson registration.

. Revise the fraudulent practices rule to specify additional frau-
dulent practices, including making false or misleading statements
in examinations or in documents filed with the securities divi-
sion, holding out as providing investment advisory services if
not registered as an investment adviser, and giving gifts in ex-
cess of $100 per individual per year where the gift is in rela-
tion to the business of the employer of the recipient (consistent
with FINRA Rule 3220).

. Revise the excessive trading rule to clarify that the securities
division may consider cost-to-equity ratio and turnover ratio, as
well as other methods, to determine whether trading is excessive.

. Add a communications rule that adopts the content standards in
FINRA Rule 2210 (d) (1) (A), (B), (D), (E), and (d) (3).

. Add a variable annuities sales practices rule based on FINRA Rule
2330.

. Revise the rule regarding unethical practices of broker-dealers

to add additional unethical practices, including practices speci-
fied in the most recent version of the NASAA Dishonest or Unethi-
cal Practices of Broker-Dealers Model Rule.

. Revise the rule regarding unethical practices of salespersons to
add additional unethical practices, including practices specified
in the most recent version of the NASAA Dishonest or Unethical
Practices of Broker-Dealers Model Rule.

Reasons Supporting Proposal: The securities division has not up-
dated its rules for broker-dealers and salespersons of broker-dealers
in many years, and several of the rules need revision to make them
consistent with federal law, FINRA rules, NASAA model rules, or the
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securities division's current licensing procedures. The consolidation
of the three current rule chapters into a single chapter will make the
rules easier to use. The proposed rules clarify the filing procedures
and requirements applicable to broker-dealers who are not members of
FINRA, which the current rules do not address. These updates will im-
prove the functionality of the rules, promote uniformity with federal
law and other states, and increase investor protection.

Statutory Authority for Adoption: RCW 21.20.070, 21.20.450.

Statute Being Implemented: Chapter 21.20 RCW.

Rule is necessary because of federal law, [NISBA].

Name of Proponent: DFI, governmental.

Name of Agency Personnel Responsible for Drafting: Jill Vallely,
150 Israel Road S.W., Tumwater, WA 98501, 360-902-8760; Implementa-
tion: Mark Kissler, 150 Israel Road S.W., Tumwater, WA 98501,
360-902-8760; and Enforcement: Bill Beatty, Director, Securities, 150
Israel Road S.W., Tumwater, WA 98501, 360-902-8760.

A school district fiscal impact statement is not required under
RCW 28A.305.135.

A cost-benefit analysis is not required under RCW 34.05.328. DFI
is not one of the agencies listed in RCW 34.05.328.

Scope of exemption for rule proposal from Regulatory Fairness Act
(RFA) requirements:

Is not exempt.

The proposed rule does impose more-than-minor costs on business-

es.

Small Business Economic Impact Statement (SBEIS)
Chapter 460-20C WAC
Broker-Dealers and Salespersons of Broker-Dealers
April 16, 2024

sEcTioN 1: Description of the Proposed Rule Chapter: DFI, securities
division has prepared this SBEIS in support of the proposal of new
chapter 460-20C WAC pertaining to broker-dealers and salespersons of
broker-dealers. The proposed rule making will repeal the existing
rules for broker-dealers and salespersons in chapters 460-20B,
460-21B, and 460-22B WAC. The securities division's broker-dealer
rules have not been significantly updated in over 20 years, and sever-
al rules are outdated with respect to current federal law and the se-
curities division's current licensing practices.

Prior to preparing this SBEIS in support of the proposed rules,
the securities division prepared a preliminary draft of potential rule
revisions. In December 2023, the securities division posted the draft
rules on its website, and conducted an electronic mailing to all brok-
er-dealers registered in Washington. In the mailing, the securities
division distributed a link to the draft rules and a link to a small
business economic impact survey. The results of the survey are dis-
cussed in Sections 3 through 6 of this SBEIS.

The preliminary rules draft combined the three current rule chap-
ters into a single chapter for ease of use. The draft revised the ex-
isting rules to reflect the securities division's current licensing
procedures and practices, and added filing procedures and requirements
specific to broker-dealers who are not members of FINRA. The draft al-
so updated existing rules to bring Washington's broker-dealer rules up
to date with federal rules and FINRA rules, and to incorporate NASAA
model rules, among other updates. As compared to the current rules for
broker-dealers, the preliminary rules draft included the following
substantive changes:
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. Added a statement that the rules in the chapter apply to broker-
dealers to the extent permitted by the National Securities Mar-
kets Improvement Act of 1996.

. Added definitions for "Branch Office," "Chief Compliance Offi-
cer," "Principal," "FINRA," "FINRA Member," "Form BD," "Form BR,"
"Form BDW," "Form U4," and "Form U5."

. Added a definition for "Solicited" based on Securities Act Inter-
pretive Statement 16.
. Described and clarified current application procedures for both

FINRA member and nonmember broker-dealers with respect to initial
applications, renewals, and amendments.

. Described and clarified current application procedures for regis-
tering as a salesperson of a broker-dealer.

. Added a requirement for principals to register as salespersons in
Washington.*

. Added a requirement for persons who supervise salespersons in
Washington to register as salespersons in Washington.

. Added a requirement of the notification of branch office on Form
BR.

. Updated the Canadian broker-dealer exemption to specify current

exemption notice filing procedures, including that broker-dealers
must submit a consent to service of process (Form U2).

. Clarified that a broker-dealer must maintain at least one princi-
pal who has passed the Series 24.
. Adopted the NASAA Model Rule: Examination Requirements for Brok-

er-Dealer Agents, which will extend the validity of exam scores
for up to five years for persons who participate in the FINRA
Maintaining Qualifications Program and the NASAA Examination Val-
idity Extension Program.

. Added a new rule allowing the securities division, after provid-
ing at least 30 days' notice, to terminate pending applications
on which an applicant has taken no action for nine months.

. Increased the fee for delinquent applications from $100 to $200,
as permitted by RCW 21.20.340(8) .*

. Required salespersons to file a current business email address
electronically with the securities division.*

. Added a procedure for effecting the mass transfer of salesper-
sons.

. Added a rule requiring the filing of Form BDW to terminate a
broker-dealer registration.

. Updated and specified the current federal rules that apply with

respect to minimum capital requirements, reserve and custody re-
quirements, books and records, and financial reporting require-
ments.

. Specified that FINRA members must file the financial statements
required by the securities and exchange commission in Washington
upon request.

. Specified that nonmembers of FINRA must file financial statements
annually through the securities division's eFin filing system,
and that the securities division may require quarterly filings
upon request.

. Revised the supervision rule to state that broker-dealers must
reasonably supervise employees (in addition to its salespersons),
must comply with supervision requirements in FINRA conduct stand-
ards, and must comply with training regarding detecting the fi-
nancial exploitation of vulnerable adults consistent with the ex-
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isting requirements in RCW 74.34.220(3). The revision removes the
existing requirement that the supervisors of salespersons in
Washington be located in Washington, and provides that the secur-
ities division may require heightened supervision as a condition
of salesperson registration.

. Revised the fraudulent practices rule to specify additional frau-
dulent practices, including making false or misleading statements
in examinations or in documents filed with the securities divi-
sion, holding out as providing investment advisory services if
not registered as an investment adviser, and giving gifts in ex-
cess of $100 per individual per year where the gift is in rela-
tion to the business of the employer of the recipient (consistent
with FINRA Rule 3220).

. Revised the excessive trading rule to clarify that the securities
division may consider cost-to-equity ratio and turnover ratio, as
well as other methods, to determine whether trading is excessive.

. Added a communications rule that adopts the content standards in
FINRA Rule 2210 (d) (1) (A), (B), (D), (E), and (d) (3).

. Added a variable annuities sales practices rule based on FINRA
Rule 2330.

. Revised the rule regarding unethical practices of broker-dealers

to add additional unethical practices, including practices speci-
fied in the most recent version of the NASAA Dishonest or Unethi-
cal Practices of Broker-Dealers Model Rule.

. Revised the rule regarding unethical practices of salespersons to
add additional unethical practices, including practices specified
in the most recent version of the NASAA Dishonest or Unethical
Practices of Broker-Dealers Model Rule.

* The securities division revised or eliminated these provisions upon review of the economic impact survey results, as described in Section 6
below. The proposed rules are otherwise consistent with the preliminary draft rules.

sectioN 2: Identify which businesses must comply with the proposed
rule using the North American Industry Classification System (NAICS)
codes and the minor cost thresholds: All broker-dealers registered or
required to be registered in Washington under RCW 21.20.040(1) will be
required to comply with the proposed rules. In addition, all salesper-
sons of broker-dealers who are registered or required to be registered
in Washington under RCW 21.20.040(1) will be required to comply with
the proposed rules.

The NAICS code for securities brokerages is 523150. The minor
cost threshold that applies to this rule making under RFA, chapter
19.85 RCW, is a cost per business of less than three-tenths of one
percent of annual revenue or income, or $100, whichever is greater, or
one percent of annual payroll.

sEcTioN 3: Analyze the probable cost of compliance: In drafting the
proposed rules, the securities division attempted to balance the busi-
ness concerns of registered broker-dealers with the securities divi-
sion's mission to protect the investing public and to promote confi-
dence in the capital markets. In general, the rule proposals create
uniformity with federal law, FINRA rules, and NASAA Model Rules, and
are consistent with broker-dealer rules in other states. Washington's
rule-making authority with respect to broker-dealers is limited by the
National Securities Markets Improvement Act of 1996 (NSMIA), which re-
stricts states from establishing capital, custody, margin, financial
responsibility, recordkeeping, bonding, or financial or operational
reporting requirements for broker-dealers that differ from, or are in
addition to, the requirements in those areas established under federal
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law. The securities division drafted its proposed rules in considera-
tion of the restrictions under NSMIA. In addition, much of the chapter
restates existing rules, or describes current registration procedures
followed by the securities division. Regardless, we anticipate that
compliance with certain proposed rules may increase compliance costs
for some broker-dealers. While the proposed rules may increase costs
to licensees, the securities division believes the proposed rules will
increase investor protection. Further, as described in Section 6, the
securities division made certain revisions to the initial rules draft
to reduce costs.

Survey of Broker-Dealers: RCW 19.85.040 provides that an agency
may survey a representative sample of affected businesses to assist in
the accurate assessment of the costs of proposed rules for the prepa-
ration of an SBEIS. To that end, the securities division conducted a
survey to gather information from its registered broker-dealers re-
garding any anticipated cost increases associated with the initial
rules draft.

The securities division prepared an online survey designed to de-
termine the economic impact of the proposed amendments on small busi-
nesses. On December 19, 2023, the securities division sent an email
containing a link to the online survey to the Central Registration De-
pository (CRD) contact person for all Washington-registered broker-
dealers. At the time of the survey, the securities division had 1746
Washington-registered broker-dealers. The email explained the reasons
for conducting the survey and requested that each broker-dealer's
chief compliance officer or other appropriate representative complete
the online survey by clicking on the provided link. The email also
provided links to the draft rules, a copy of the survey questions, and
a section-by-section analysis that detailed the changes in the draft
rules as compared to the current rules in chapters 460-20B, 460-21B,
and 460-22B WAC. The email noted that respondents could submit a hard
copy of the survey in lieu of completing the electronic version.

The survey consisted of 35 questions. Each question in the survey
focused on a section of the draft rules and provided a background
statement briefly explaining any changes as compared to the current
rules. The survey asked whether the proposed changes to each rule sec-
tion would increase costs. If a respondent answered "yes," the survey
requested information on the additional costs of compliance with that
rule in the categories of professional services, equipment, supplies,
labor, and administrative costs. Each question also provided a free-
form response section for survey takers to make comments or provide
additional information. The survey requested that responding broker-
dealers provide their number of employees. The survey also queried
whether the rule making in its entirety would cause a loss of revenue
or the loss or addition of any jobs.

The survey period lasted from December 20, 2023, until February
1, 2024. The securities division received 63 unique responses that
provided the respective broker-dealer's number of employees, although
some respondents did not complete all the questions in the survey.
These 63 respondents included 45 small businesses as defined by RCW
19.85.020(3) of RFA (business with 50 or fewer employees). The securi-
ties division also received four responses that did not provide their
number of employees, therefore preventing us from determining whether
the businesses were small businesses or calculating their costs per
employee.
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The following table provides the responses from the survey ques-
tion regarding whether compliance with the proposed changes to each

Whether Rule Changes Would Create Additional Costs

Rule Provision Yes No
Application of Chapter: WAC 460-20C-010 16% 84%
Cross-Reference to Other Sections: WAC 460-20C-015 10% 90%
Definitions: WAC 460-20C-020 0%* 100%
Filings Made Through CRD: WAC 460-20C-025 7% 93%
Registration Procedure: WAC 460-20C-030 39% 61%
Canadian Broker-Dealers and Salespersons: WAC 460-20C-035 4% 96%
Examination Requirements: WAC 460-20C-040 2% 98%
Notice of Termination of Pending Applications: WAC 460-20C-045 0% 100%
Expiration and Renewal of Registration: WAC 460-20C-050 9% 91%
Notice of Changes by Broker-Dealers: WAC 460-20C-060 4% 96%
Submission of Business Email Address: WAC 460-20C-070 17% 83%
Mass Transfer of Salespersons: WAC 460-20C-080 6% 94%
Termination of Broker-Dealer Registration: WAC 460-20C-090 0% 100%
Termination of Salesperson Registration: WAC 460-20C-100 2% 98%
Minimum Net Capital Requirements: WAC 460-20C-110 0% 100%
Reserve and Custody Requirements: WAC 460-20C-120 2% 98%
Books and Records of Broker-Dealers: WAC 460-20C-130 4% 96%
Financial Reporting Requirements: WAC 460-20C-140 2% 98%
Supervision of Salespersons and Employees: WAC 460-20C-150 8% 92%
Fraudulent Practices of Broker-Dealers: WAC 460-20C-160 0% 100%
Excessive Trading: WAC 460-20C-170 4% 96%
Transmission of Underwriting Payments: WAC 460-20C-180 0% 100%
Communications with Public: WAC 460-20C-190 2% 98%
Deferred Variable Annuities: WAC 460-20C-200 2% 98%
Dishonest or Unethical Practices—Broker-Dealers: WAC 2% 98%
460-20C-210

Dishonest or Unethical Practices—Salespersons: WAC 460-20C-220 4% 96%
Will the rules result in lost sales or revenue? 4% 96%
Will the rules cause your business to eliminate jobs? 0% 100%
Will the rules cause your business to add jobs? 2% 98%

*

rules.

Question included in hard copy survey only.

The securities division used the survey data to calculate the in-
creased costs per employee for the broker-dealers responding to the
survey in the categories of professional services,
plies, labor, and administrative costs for each section of the draft

equipment, sup-

The following table provides the average cost increase per em-
ployee for each rule for all survey respondents.

Average Cost Increase Per Employee (All Respondents)

Professional
Rule Provision Services Equipment Supplies Labor Admin
Application of Chapter: WAC
460-20C-010 $105.70 | s- | s- | $32.24 | $10.93
Cross-Reference to Other Sections:
WAC 460-20C-015 $10.55 | s- | s- | $7.02 | $3.54
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Average Cost Increase Per Employee (All Respondents)

Professional
Rule Provision Services Equipment Supplies Labor Admin
Definitions: WAC 460-20C-020

$ - | s- | s- | $- | $-
Filings Made Through CRD: WAC
460-20€-025 $18.67 | s- | s- | 518.67 | s-
Registration Procedure: WAC
460-20C-030 $170.13 | s- | 5053 | s114.89 | $52.34
Canadian Broker-Dealers and
Salespersons: WAC 460-20C-035 5- | $- | $- | $- | S-
Examination Requirements: WAC
460-20€-040 $3.96 | s- | $0.06 | $2.88 | $1.02
Notice of Termination of Pending
Applications: WAC 460-20C-045 $- | $- | $- | $- | S-
Expiration and Renewal of
Registration: WAC 460-20C-050 $0.16 | $- | $- | $- | $0.16
Notice of Changes by Broker-Dealers:
WAC 460-20C-060 $8.00 | 8- | s- | 57.84 | 50.16
Submission of Business Email Address:
WAC 460-20C-070 $11.71 | s- | s- | 5832 | 50.79
Mass Transfer of Salespersons: WAC
460-20C-080 $2.54 | $- | $- [ s1.21 | $1.33
Termination of Broker-Dealer
Registration: WAC 460-20C-090 5- | 5- | $- | $- | $-
Termination of Salesperson
Registration: WAC 460-20C-100 $8.00 | $- | $- | $8.00 | S-
Minimum Net Capital Requirements:
WAC 460-20C-110 $- | 5. | $- | 5- | $-
Reserve and Custody Requirements:
WAC 460-20C-120 $- | 5. | $- | $- | $-
Books and Records of Broker-Dealers:
WAC 460-20C-130 $1.61 | 5. | $- | $- | $-
Financial Reporting Requirements:
WAC 460-20C-140 $1.18 | $- | $- | $0.59 | $0.59
Supervision of Salespersons and
Employees: WAC 460-20C-150 $1.09 | 5- | $- | $- | $4.34
Fraudulent Practices of Broker-
Dealers: WAC 460-20C-160 $- | $- | $- | $- | S-
Excessive Trading: WAC 460-20C-170

$1.81 | 8- | s- | s- | 50.56
Transmission of Underwriting
Payments: WAC 460-20C-180 $- | $- | $- | $- | S-
Communications with Public: WAC
460-20C-190 $200 | s- | s- | s- | 5200
Deferred Variable Annuities: WAC
460-20C-200 S- | $- | 5- | $- | $-
Dishonest or Unethical Practices—
Broker-Dealers: WAC 460-20C-210 $8.00 | 5- | 5- | $8.00 | $-
Dishonest or Unethical Practices—
Salespersons: WAC 460-20C-220 $7.84 | $- | $- | $- | $7.84

The following table provides the average cost increase per em-
ployee only for those broker-dealers who indicated that a particular
rule change would create additional costs:
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Average Cost Increase Per Employee (Responses Greater than $0)

Professional

Rule Provision Services Equipment Supplies Labor Admin
Application of Chapter: WAC 460-20C-010

$906.01 | 8- | 8- $483.82 | $327.96
Cross-Reference to Other Sections: WAC 460-20C-015

$300.81 | s- | s- $400.00 [ 520161
Definitions: WAC 460-20C-020

$ - | s- | s- $ - | s-
Filings Made Through CRD: WAC 460-20C-025

$522.73 | $- | $- $522.73 | $-
Registration Procedure: WAC 460-20C-030

$935.70 | s- | $29.41 $902.71 | $319.88
Canadian Broker-Dealers and Salespersons: WAC
460-20C-035 5. | 5. | 5. 5. | 5.
Examination Requirements: WAC 460-20C-040

$205.88 | 8- | $2.94 $150.00 | $52.94
Notice of Termination of Pending Applications: WAC
460-20C-045 5. | 5. | 5. 5. | 5.
Expiration and Renewal of Registration: WAC
460-20C-050 $3.06 [s- [s- $- | $8.06
Notice of Changes by Broker-Dealers: WAC 460-20C-060

$204.03 | $- | $- $400.00 | $8.06
Submission of Business Email Address: WAC
460-20C-070 $99.54 [s- | s- $106.14 | $13.51
Mass Transfer of Salespersons: WAC 460-20C-080

$63.60 | s- | s- $60.61 [ 53330
Termination of Broker-Dealer Registration: WAC
460-20C-090 5. | 5. | 5. 5. | 5.
Termination of Salesperson Registration: WAC
460-20C-100 $400.00 [s- [s- $400.00 | s-
Minimum Net Capital Requirements: WAC 460-20C-110

$ - | s- | s- $ - | s-
Reserve and Custody Requirements: WAC 460-20C-120

$- | $- | $- $- | $-
Books and Records of Broker-Dealers: WAC
460-20C-130 $80.65 | $- | $ - $ - | $-
Financial Reporting Requirements: WAC 460-20C-140

$58.82 | s- | s- $29.41 [ 52941
Supervision of Salespersons and Employees: WAC
460-20C-150 $27.37 [s- [s- $- | $108.62
Fraudulent Practices of Broker-Dealers: WAC
460-20C-160 5. | 5. | 5. 5. | 5.
Excessive Trading: WAC 460-20C-170

$45.36 | s- | s- $- | $28.23
Transmission of Underwriting Payments: WAC
460-20C-180 5. | 5. | 5. 5. | 5.
Communications with Public: WAC 460-20C-190

$100,000¢ [ §- | s- $- | $100,000%
Deferred Variable Annuities: WAC 460-20C-200

$ - | s- | s- $ - | s-
Dishonest or Unethical Practices—Broker-Dealers: WAC
460-20C-210 $400.00 [s- [s- $400.00 | s-
Dishonest or Unethical Practices—Salespersons: WAC
460-20C-220 $400.00 [s- [s- $400.00 | s-
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* Represents the response of a single survey taker.

The following table presents the survey results for the lost rev-
enue anticipated to be caused by the draft rules as a whole:

Amount of Lost Revenue Caused by the Rules (Per Employee)
Average of All Survey Respondents $132.02
Average of Responses Greater than $0 $3,367.65

Discussion of Survey Results: The survey results indicated that
respondents anticipated that certain draft rule sections would be
likely to increase costs. These included the draft rules regarding
registration procedure (39 percent indicating increased costs), sub-
mission of business email address (17 percent indicating increased
costs), application of chapter (16 percent indicating increased
costs), cross-reference to other sections (10 percent indicating in-
creased costs), expiration and renewal of registration (nine percent
indicating increased costs), supervision of salespersons and employees
(eight percent indicating increased costs), filings made through CRD
(seven percent indicating increased costs), and mass transfer of
salespersons (six percent indicating increased costs). We discuss the
survey results in further detail below.

WAC 460-20C-030 Registration procedure: The draft rule WAC
460-20C-030 specified the registration procedure for broker-dealers
and salespersons. The rule will replace the existing registration pro-
cedures currently in WAC 460-20B-030 (broker-dealers) and 460-22B-030
(salespersons) . As compared to the current rules, the draft rule added
a requirement for all principals of a broker-dealer in Washington to
register as salespersons in Washington. It also added a regquirement
that persons who supervise salespersons in Washington register as
salespersons in Washington. In addition, it added a requirement of no-
tification of branch office by submitting Form BR on CRD.

The requirement added to the draft rules that all principals and
supervisors of salespersons operating in Washington register as sales-
persons in Washington would increase costs for broker-dealers whose
principals and supervisors are not currently registered in Washington.
The cost of an initial salesperson registration in Washington is $50
per salesperson, and annual renewals are $30 per salesperson. To reg-
ister, salespersons must demonstrate passage of the Series 63 exam.
Persons who do not have current exam scores may incur costs to pur-
chase study materials and pay the current examination fee of $147.
Firms may incur professional services, labor, or administrative expen-
ses in preparing and filing Form BR in Washington.

The survey results indicated that approximately 39 percent of
survey respondents believed that the draft rule at WAC 460-20C-030
would increase costs. For all survey respondents, these costs included
an average of $170.13 per employee for professional services, $0.53
for supplies, $114.89 for labor, and $52.34 for administrative costs.
Of the 39 percent of survey respondents who indicated that the rule
amendments would increase costs, those costs included an average cost
increase per employee of $935.70 for professional services, $29.41 for
supplies, $902.71 for labor, and $319.88 for increased administrative
costs. After reviewing the survey results, the securities division re-
vised the draft rule to reduce costs, as described in Section 6.

WAC 460-20C-070 Submission of business email address: The initial
draft created a new rule, WAC 460-20C-070, that would require broker-
dealers to file an email address for each salesperson registered in
Washington, and periodically update the addresses to reflect any
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changes. Our current rules do not contain this provision, and there-
fore it would represent a new filing requirement. This would require
broker-dealers to develop new internal procedures to ensure compliance
with the requirement in Washington, and might increase professional
services, labor, or administrative costs.

The survey results indicated that approximately 17 percent of
survey respondents believed that the proposed rule at WAC 460-20C-070
would increase costs. For all survey respondents, these costs included
an average of $11.71 per employee for professional services, $8.32 for
labor, and $0.79 for administrative costs. Of the 17 percent of survey
respondents who indicated that the rule amendments would increase
costs, those costs include an average cost increase per employee of
$99.54 for professional services, $106.14 for labor, and $33.30 for
increased administrative costs. After reviewing the survey results,
the securities division revised the draft rule to reduce costs, as de-
scribed in Section 6.

WAC 460-20C-010 Application of chapter and WAC 460-20C-015 Cross-
reference to other sections: The draft rule WAC 460-20C-010 stated
that the chapter applies to broker-dealers and salespersons of broker-
dealers. The draft rule was substantially similar to the current rules
at WAC 460-20B-010 and 460-22B-010, except that the securities divi-
sion removed a reference to chapter 460-33A WAC because that chapter
was repealed in 2022. In addition, the securities division added a
statement that the chapter applies to broker-dealers to the extent
permitted by the National Securities Markets Improvement Act of 1996.
This language merely acknowledges the federal preemption that has ap-
plied to the state regulation of broker-dealers since 1996. For these
reasons, we do not believe the draft rule represents any substantive
changes that would increase costs.

However, the survey results indicated that approximately 16 per-
cent of survey respondents believed that the proposed rule at WAC
460-20C-010 would increase costs. For all survey respondents, these
costs included an average of $105.70 per employee for professional
services, $32.24 for labor, and $10.93 for administrative costs. Of
the 16 percent of survey respondents who indicated that the rule
amendments would increase costs, those costs include an average cost
increase per employee of $906.01 for professional services, $483.82
for labor, and $327.96 for increased administrative costs.

The draft rule WAC 460-20C-015 provided a cross-reference to oth-
er chapters that pertain to broker-dealers and salespersons. The draft
rule was substantially similar to the current rule at WAC 460-22B-020.
As compared to the current rule, the draft rule added a reference to
chapter 460-21C WAC, which concerns to the provision of broker-dealer
services on the premises of financial institutions. This rule chapter
currently applies to broker-dealers regardless of whether it is men-
tioned in the cross-reference rule. The securities division also re-
moved a reference to chapter 460-33A WAC because that chapter was re-
pealed in 2022. Accordingly, we do not believe the draft rule repre-
sents any substantive changes that would increase costs.

The survey results indicated that approximately 10 percent of
survey respondents believed that the proposed rule at WAC 460-20C-015
would increase costs. For all survey respondents, these costs included
an average of $10.55 per employee for professional services, $7.02 for
labor, and $3.54 for administrative costs. Of the 10 percent of survey
respondents who indicated that the rule amendments would increase
costs, those costs include an average cost increase per employee of
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$300.81 for professional services, $400.00 for labor, and $201.61 for
increased administrative costs.

The securities division reasonably believes that WAC 460-20C-010
and 460-20C-015 will not increase expenses for broker-dealers because
these rules do not represent any substantive change as compared to our
current rules. The survey questions regarding the anticipated expenses
related to draft rules WAC 460-20C-010 and 460-20C-015 were the first
two substantive gquestions in the survey. Based on our assessment that
these draft rules should not increase expenses, we conclude that some
survey respondents may have responded to these questions by providing
information regarding the economic impact of the rule making in its
entirety. However, the securities division invites interested persons
who may disagree with this assessment to submit comments, as specified
in the CR-102, to explain why the individual proposed rules WAC
460-20C-010 and 460-20C-015 would increase costs.

WAC 460-20C-050 Expiration and renewal of registration: The draft
rule WAC 460-20C-050 addressed the expiration and renewal of broker-
dealer registration for broker-dealers and salespersons, and would re-
place the existing provision currently in WAC 460-20B-050 (broker-
dealers) and WAC 460-22B-050 (salespersons). The rule clarified the
current procedures for the renewal or expiration of registration. The
draft rule also raised the delinquency fee for late broker-dealer re-
newal applications from $100 to $200. This would increase costs by
$100 in the event a broker-dealer submitted a delinquent renewal ap-
plication.

The survey results indicated that approximately nine percent of
survey respondents believed that the proposed rule at WAC 460-20C-015
would increase costs. For all survey respondents, these costs included
an average of $0.16 per employee for professional services and $0.16
for administrative costs. Of the nine percent of survey respondents
who indicated that the rule amendments would increase costs, those
costs include an average cost increase per employee of $8.06 for pro-
fessional services and $8.06 for increased administrative costs. After
reviewing the survey results, the securities division revised the
draft rule to reduce costs, as described in Section 6.

WAC 460-20C-025 Filings made through CRD: The draft rules inclu-
ded a new rule at WAC 460-20C-025 that designated CRD to receive and
store filings and collect fees with respect to initial and renewal ap-
plications of FINRA-member broker-dealers. Currently, all broker-deal-
ers who are members of FINRA must submit initial and renewal registra-
tion applications through CRD. The draft rule simply reflected this
fact. Regardless, the survey results indicated that approximately sev-
en percent of survey respondents believed that the proposed rule at
WAC 460-20C-025 would increase costs. For all survey respondents,
these costs included an average of $18.67 per employee for professio-
nal services and $18.67 for labor. Of the seven percent of survey re-
spondents who indicated that the rule amendments would increase costs,
those costs include an average cost increase per employee of $522.73
for professional services and $522.73 for labor.

WAC 460-20C-150 Supervision of salespersons and employees: The
draft rules included a supervision rule at WAC 460-20C-150 that would
replace the rule currently at WAC 460-21B-070. As compared to the cur-
rent rule, the draft rule added that the broker-dealer must reasonably
supervise employees (in addition to the current requirement to super-
vise salespersons), added that the broker-dealer must comply with su-
pervision requirements set forth in FINRA conduct rules, and stated
that the director may require heightened supervision as a condition of
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registration for salespersons with a history of past misconduct or in-
dustry or regulatory-related incidents that may pose a risk to custom-
ers. The rule also adds that broker-dealers must provide training re-
garding detecting the financial exploitation of vulnerable adults. The
training must be provided to employees who have contact with customers
and access to account information on a regular basis and as part of
their jobs. This training is currently required in Washington under
RCW 74.34.220(3), and therefore does not represent a new requirement.
However, compliance with the draft rule may potentially increase pro-
fessional services, labor, or administrative expenses related to re-
viewing supervision procedures to ensure compliance with the rule.

The survey results indicated that approximately eight percent of
survey respondents believed that the proposed rule at WAC 460-20C-015
would increase costs. For all survey respondents, these costs included
an average of $1.09 per employee for professional services and $4.34
for administrative costs. Of the eight percent of survey respondents
who indicated that the rule amendments would increase costs, those
costs included an average cost increase per employee of $27.37 for
professional services and $108.62 for increased administrative costs.

WAC 460-20C-080 Mass transfer of salespersons: The draft rules
included a new rule, WAC 460-20C-080, to describe the procedure for
completing a mass transfer of salespersons from one FINRA-member brok-
er-dealer to another. The rule would require the submission of a ros-
ter of all the salespersons the broker-dealer intends to transfer, to-
gether with an indication of whether any of the salespersons had dis-
closable items in Section 14 of Form U4 or were subject to heightened
supervision. The draft rule would facilitate the transfer of large
numbers of salespersons, with the goal of speeding up the process. The
draft rule might increase costs for broker-dealers by requiring the
preparation of a roster and a review of which salespersons have dis-
closable items. However, the rule would only apply in the infrequent
event that a broker-dealer merges with or otherwise acquires a large
number of salespersons from another broker-dealer.

The survey results indicated that approximately six percent of
survey respondents believed that the draft rule at WAC 460-20C-015
would increase costs. For all survey respondents, these costs included
an average of $2.54 per employee for professional services, $1.21 for
labor, and $1.33 for administrative costs. Of the six percent of sur-
vey respondents who indicated that the rule amendments would increase
costs, those costs included an average cost increase per employee of
$63.60 for professional services, $60.61 for labor, and $33.30 for in-
creased administrative costs.

Lost Sales or Revenue: The securities division's survey revealed
that four percent of respondents believed that compliance with the
draft rule changes would result in lost sales or revenue. In contrast,
96 percent of respondents did not believe the rule changes would cause
lost sales or revenue. For all survey respondents, the estimated lost
revenue per employee was $132.02. The four percent who believed the
changes would lead to lost sale or revenue estimated they would lose
$3,367.65 in revenue per employee.

The survey requested a free-form answer regarding which specific
provisions in the proposed rules would cause lost sales or revenue.
The comments received suggested that spending additional money on le-
gal and compliance matters would mean fewer funds available for adver-
tising. This in turn could decrease revenue. We note that any change
in rules will typically result in chief compliance officers or similar
employees at a broker-dealer spending time to review and implement any
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rule changes, including changing processes and educating employees.
While these expenses may reasonably represent the activities for which
a chief compliance officer is currently compensated, certain broker-
dealers may hire outside consultants or incur additional costs to as-
sist with these tasks. Funds spent on compliance would not be availa-
ble to spend on other activities that might potentially increase reve-
nue.

SEcTION 4: Analyze whether the proposed rule may impose more-than-
minor costs on businesses in the industry: RCW 19.85.030 provides that
an agency must prepare an SBEIS if the agency proposes rules that
would impose more-than-minor costs on businesses in an industry. RCW
19.85.020 defines a "minor cost" as a cost per business that is less
than three-tenths of one percent of annual revenue or income, or $100,
whatever is greater; or one percent of annual payroll.

The securities division has determined, based on the results of
the survey as described in Section 3, that at least some of the rules
may impose more-than-minor costs on broker-dealers because such costs
may exceed $100.

sectioN 5: Determine whether the proposed rule may have a dispropor-
tionate impact on small businesses as compared to the 10 percent of
businesses that are the largest businesses required to comply with the
proposed rule. Also consider, based on input received, whether compli-
ance with the rule will cause businesses to lose sales or revenue: RCW
19.85.040 requires that the securities division determine whether com-
pliance with the proposed rules would have a disproportionate impact
on small businesses by comparing the cost of compliance for small
business with the costs of compliance for the 10 percent of businesses
that are the largest businesses required to comply with the proposed
rules.

The securities division categorized each survey response based on
whether it came from a small business or whether it represented the 10
percent of businesses that were the largest businesses that responded.
Small businesses are defined by RCW 19.85.020(3) as 50 or fewer em-
ployees. We likewise determined the largest 10 percent of businesses
by the number of employees. We then compared the two categories to
each other.

The survey results demonstrated that the increased costs per em-
ployee of small businesses were generally greater than the increased
costs per employee of the largest 10 percent of businesses.

The following table compares the average cost increase associated
with the draft rules for small businesses and the largest 10 percent
of businesses required to comply:

Average Cost Increase - Comparison of Small Businesses and Largest 10% of Businesses

Professional

Rule Provision

Services

Equipment

Supplies

Labor

Admin

Application of Chapter: WAC 460-20C-010

Small Businesses

$135.98

$43.18

$7.58

Largest 10%

$0.28

Cross-Reference to Other Sections: WAC 460-20C-015

Small Businesses

$9.76

$9.76

Largest 10%

$ -

Definitions: WAC 460-20C-020

Small Businesses

$ -

$ -

Largest 10%

$ -

$ -

Filings Made Through CRD: WAC 460-20C-025

Small Businesses

| 52550

| 52550
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Average Cost Increase - Comparison of Small Businesses and Largest 10% of Businesses

Professional
Rule Provision Services Equipment Supplies Labor Admin
Largest 10% $- $- $- $- $-
Registration Procedure: WAC 460-20C-030
Small Businesses $229.68 $- $0.74 $157.44 $69.86
Largest 10% $23.81 $- $- $- $11.90
Canadian Broker-Dealers and Salespersons: WAC 460-20C-035
Small Businesses $- - - - -
Largest 10% $ - - - - -
Examination Requirements: WAC 460-20C-040
Small Businesses $5.56 $- $0.08 $4.05 $1.43
Largest 10% $- $- $- $- $-
Notice of Termination of Pending Applications: WAC 460-20C-045
Small Businesses $- - $- $- -
Largest 10% $- - $- $- -
Expiration and Renewal of Registration: WAC 460-20C-050
Small Businesses $- - $- $- -
Largest 10% $- - $- $- -
Notice of Changes by Broker-Dealers: WAC 460-20C-060
Small Businesses $11.10 - - $11.11 -
Largest 10% $- - - $ - -
Submission of Business Email Address: WAC 460-20C-070
Small Businesses $14.91 $- $- $10.86 $-
Largest 10% $4.17 $- $- $- $4.17
Mass Transfer of Salespersons: WAC 460-20C-080
Small Businesses $2.53 $- $- $1.68 $0.84
Largest 10% $- $- $- $- $-
Termination of Broker-Dealer Registration: WAC 460-20C-090
Small Businesses $- $- $- $- $-
Largest 10% $- $- $- $- $-
Termination of Salesperson Registration: WAC 460-20C-100
Small Businesses $11.11 - - $11.11 -
Largest 10% $- - - $ - -
Minimum Net Capital Requirements: WAC 460-20C-110
Small Businesses $- $- $- $- $-
Largest 10% $- $- $- $- $-
Reserve and Custody Requirements: WAC 460-20C-120
Small Businesses $ - $- $- $- $-
Largest 10% $- $- $- $- $-
Books and Records of Broker-Dealers: WAC 460-20C-130
Small Businesses $- $- $- $- $-
Largest 10% $- $- $- $- $-
Financial Reporting Requirements: WAC 460-20C-140
Small Businesses $1.63 - - $0.82 $0.82
Largest 10% $- - - $ - $ -
Supervision of Salespersons and Employees: WAC 460-20C-150
Small Businesses $1.04 $- $- $- $5.56
Largest 10% $- $- $- $- $-
Fraudulent Practices of Broker-Dealers and Salespersons: WAC 460-20C-160
Small Businesses $- - $- $- -
Largest 10% $- - $- $- -
Excessive Trading: WAC 460-20C-170
Small Businesses $1.74 - $- $- -
Largest 10% $- - $- $- -
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Average Cost Increase - Comparison of Small Businesses and Largest 10% of Businesses
Professional
Rule Provision Services Equipment Supplies Labor Admin
Transmission or Maintenance of Underwriting Payments: WAC 460-20C-180
Small Businesses $- $- $- $- $-
Largest 10% $- $- $- $-
Communications with Public: WAC 460-20C-190
Small Businesses $277.78 $- $- $- $277.78
Largest 10% $- $- $- $- $-
Deferred Variable Annuities: WAC 460-20C-200
Small Businesses $- $- $- $-
Largest 10% $- $- $- $-
Dishonest or Unethical Practices—Broker-Dealers: WAC 460-20C-210
Small Businesses $11.11 $- $- $11.11
Largest 10% $- $- $- $-
Dishonest or Unethical Practices—Salespersons: WAC 460-20C-220
Small Businesses $10.81 $- $- $- $10.81
Largest 10% $- $- $- $- $-

Comparison of lost sales or revenue: The largest 10 percent of
businesses indicated in their survey responses that they would not
lose any revenue. The small businesses estimated that they would lose
an average of $182.03 in revenue per employee, with two small busi-
nesses reporting that they expected to lose revenue because of the
rule changes.

Comparison of addition or elimination of jobs: Approximately two
percent of survey respondents indicated that the rule changes would
cause them to add jobs. This represented one business that was one of
the 10 percent of the largest businesses. No respondents indicated
that the rule changes would cause them to eliminate jobs. Therefore,
with respect to adding or eliminating jobs, there does not appear to
be a disproportionate impact on small businesses as compared to the
largest 10 percent of businesses that are required to comply.

secTioN 6: If the proposed rule is likely to impose a disproportion-
ate impact on small businesses, identify the steps taken to reduce the
costs of the rule on small businesses: In drafting the rule amend-
ments, the securities division attempted to balance the business con-
cerns of registered broker-dealers with the securities division's mis-
sion to protect the investing public and to promote confidence in the
capital markets.

As a result of feedback received from affected businesses, the
securities division made certain revisions to the initial rules draft
to reduce the cost of compliance for small businesses. We detail these
revisions below. The securities division also outlines additional mit-
igation steps we intend to take to reduce the burden of compliance.
The securities division does not believe that it can reduce costs fur-
ther and still accomplish the investor protection purpose of the rule
making.

Reducing, modifying, or eliminating substantive regulatory re-
quirements: The securities division reconsidered the provision in its
draft rule at WAC 460-20C-030 that would require all principals of the
broker-dealer to register as salespersons in Washington. We removed
this requirement. This will reduce registration and administrative ex-
penses for broker-dealers whose principals are not currently regis-
tered as salespersons here.

Simplifying, reducing, or eliminating recordkeeping and reporting
requirements: The securities division revised the draft rules to re-
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move the requirement for the submission of a business email address
for each salesperson registered in Washington. This will reduce re-
porting requirements and any associated administrative expenses.

Reducing the frequency of inspections: The securities division
does not believe that reducing the frequency of inspections or exami-
nations would be in the interest of the investing public. Therefore,
we have not made any changes to the draft rules that would reduce the
frequency of inspections or examinations.

Delaying compliance timetables: The securities division under-
stands that broker-dealers may require input from outside attorneys or
compliance consultants to assist them in understanding and implement-
ing the new rules. The securities division will allow broker-dealers
adequate time to adjust to the rule changes through existing process-
es. Through the exam and deficiency letter process, the securities di-
vision will provide reasonable time for broker-dealers to fix any de-
ficiencies related to the new rules that the staff identifies during
its routine examinations of broker-dealers.

Reducing or modifying fine schedules for noncompliance: To reduce
potential costs for broker-dealers, the securities division revised
the draft rule at WAC 460-20C-050 to remove the increase in the delin-
quency fee to $200. The delinquency fee that applies to late renewal
applications will therefore remain at the current amount of $100. This
will reduce the anticipated expenses associated with the draft rules.

Any other mitigation techniques, including those suggested by
small businesses or small business advocates: The securities division
will consider any comments received on the CR-102 that address how to
reduce costs or suggest any additional mitigation techniques. To fa-
cilitate compliance with the new rules, the securities division will
consider developing a Frequently Asked Questions (FAQ) publication or
other interpretive guidance for distribution to registered broker-
dealers. In addition, upon adoption of the rules, the securities divi-
sion will fulfill reasonable requests received from broker-dealers
headquartered in Washington to provide training or technical assis-
tance visits regarding compliance with the new rules.

sectioN 7: Describe how small businesses were involved in the devel-
opment of the proposed rule: Throughout the rule-making process, the
securities division has involved its registered broker-dealers and in-
terested persons. Many of these broker-dealers are small businesses
with fewer than 50 employees.

The securities division filed a CR-101 preproposal statement of
inquiry with the code reviser's office on April 3, 2023 stating that
the securities division was considering amending the rules currently
in chapters 460-20B, 460-21B, and 460-22B WAC. On April 18, 2023, the
securities division electronically mailed the CR-101 to all broker-
dealers registered in Washington to solicit comments. At the same
time, the securities division electronically mailed the CR-101 to its
securities rule making interested persons list. The securities divi-
sion did not receive any comments on the CR-101 form.

The securities division subsequently prepared a draft of possible
amendments to the rules that would combine the existing chapters into
new chapter 460-20C WAC. On December 19, 2023, the securities division
posted the draft rules on our website, along with a section-by-section
analysis detailing the differences between the draft chapter 460-20C
WAC and the current rules in chapters 460-20B, 460-21B, and 460-22B
WAC. In addition, the securities division conducted a survey of all
broker-dealers registered in Washington to determine the costs associ-
ated with the rule amendments. On December 20, 2023, the securities
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division emailed a link to the draft and a link to the electronic sur-
vey to all broker-dealers registered in Washington. The survey period
remained open until February 1, 2024.

Following the distribution of the initial draft and the comple-
tion of the survey, the securities division revised the draft rules in
response to feedback received from broker-dealers in the survey. The
securities division now intends to proceed with the rule making by
formally proposing chapter 460-20C WAC in a CR-102 filing with the
code reviser. The securities division will distribute the CR-102 to
our registered broker-dealers and our securities rule-making interes-
ted persons list. Broker-dealers and all interested members of the
public will have an opportunity to submit comments on the proposed
rule and participate in the rule-making hearing.

sectioN 8: Identify the estimated number of jobs that will be cre-
ated or lost as the result of compliance with the proposed rule: The
results of the survey indicated that no jobs would be eliminated as a
result of the proposed rules. One survey respondent indicated that one
job would be added as a result of the proposed rules.

sEcTION 9: Summarize the results of the analysis, including the de-
termination if costs are disproportionate: As discussed in Section 5
above, the survey indicated that several of the rules may impose dis-
proportionate costs on small businesses as compared to the largest 10
percent of businesses required to comply with the rules. To mitigate
this, the securities division revised its draft rules to lower costs
as detailed in Section 6.

While the potential rule changes may increase costs to licensees,
the securities division believes the increased investor protection
outweighs the concerns regarding cost increases. Further, we note that
the rules were drafted consistent with requirements under federal law
and subject to the restrictions of NSMIA. To the extent that there
will be remaining disproportionate costs on small businesses, we note
that as demonstrated in Section 3, the survey respondents, including
small businesses, indicated that most rules would not cause additional
expense.

A copy of the statement may be obtained by contacting Jill Valle-
ly, P.O. Box 41200, Olympia, WA 98504-1200, phone 360-902-8801, fax
360-902-0524, TTY 1-800-833-6384, email jill.vallely@dfi.wa.gov.

May 3, 2024
Charlie Clark
Director

OTS-4968.3

Chapter 460-20C WAC
BROKER-DEALERS AND SALESPERSONS OF BROKER-DEALERS
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NEW SECTION

WAC 460-20C-010 Application of chapter. The rules in this chap-
ter apply to broker-dealers and salespersons of broker-dealers regis-
tered or required to be registered under RCW 21.20.040. The rules ap-
ply to broker-dealers to the extent permitted by the National Securi-
ties Markets Improvement Act of 1996 (Pub. L. No. 104-290).

NEW SECTION

WAC 460-20C-015 Cross-reference to other sections relating to
broker-dealers and salespersons. Chapter 460-23B WAC applies to
salespersons of issuers. Chapter 460-21C WAC applies to the provision
of broker-dealer services on the premises of financial institutions.

NEW SECTION

WAC 460-20C-020 Definitions. The following definitions apply
for the purpose of this chapter and chapters 460-21C and 460-23B WAC:

(1) "Balance sheet" means a balance sheet prepared in accordance
with generally accepted accounting principles in the United States.
(2) "Branch office" means any location where one or more sales-

persons of a broker-dealer regularly conducts the business of effect-
ing any transactions in, or inducing or attempting to induce the pur-
chase or sale of any security, or is held out as such, excluding:

(a) Any location that is established solely for customer service
and/or back office-type function where no sales activities are conduc-
ted and that is not held out to the public as a branch office;

(b) Any location that is the salesperson's primary residence,
provided that:

(1) Only one salesperson, or multiple salespersons who reside at
that location and are members of the same immediate family, conduct
business at the location;

(ii) The location is not held out to the public as an office and
the salesperson does not meet with customers at the location;

(11ii) Neither customer funds nor securities are handled at that
location;

(iv) The salesperson is assigned to a designated branch office,
and such designated branch office is reflected on all business cards,
stationery, retail communications, and other communications to the
public by such salesperson;

(v) The salesperson's correspondence and communications with the
public are subject to the supervision of the broker-dealer with which
the salesperson is associated;

(vi) Electronic communications are made through the broker-deal-
er's electronic system;

(vii) All orders are entered through the designated branch office
or an electronic system established by the broker-dealer that is re-
viewable at the branch office;

(viii) Written supervisory procedures pertaining to supervision
of sales activities conducted at the residence are maintained by the
broker-dealer; and
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(ix) A list of the residence locations is maintained by the brok-
er—-dealer;

(c) Any location, other than a primary residence, that is used
for securities business for less than 30 business days in any one cal-
endar year, provided the salesperson and broker-dealer comply with the
provisions of (b) (i) through (ix) of this subsection. For the purpose
of this subsection, the term "business day" does not include any par-
tial business day provided that the salesperson spends at least 4
hours on such business day at the salesperson's designated branch of-
fice during the hours that such office is normally open for business;

(d) Any office of convenience, where salespersons occasionally
and exclusively by appointment meet with customers, which is not held
out to the public as an office;

(e) Any location that is used primarily to engage in nonsecuri-
ties activities and from which the salespersons effect no more than 25
securities transactions in any one calendar year; provided that any
retail communication identifying such location also sets forth the ad-
dress and telephone number of the location from which the salesper-
son (s) conducting business at the nonbranch locations are directly su-
pervised;

(f) The floor of a registered national securities exchange where
a broker-dealer conducts a direct access business with public custom-
ers; or

(g) A temporary location established in response to the implemen-
tation of a business continuity plan.

Notwithstanding the exclusions provided in this subsection (2),
any location that is responsible for supervising the activities of
salespersons of the broker-dealer at one or more nonbranch locations
of the broker-dealer is considered to be a branch office.

(3) "Central Registration Depository" or "CRD" means the national
registration system operated by the Financial Industry Regulatory Au-
thority, Inc., pursuant to a contract with the North American Securi-
ties Administrators Association.

(4) "Chief compliance officer" means each person designated as
chief compliance officer on Schedule A of Form BD.

(5) "FINRA" means the Financial Industry Regulatory Authority,
Inc., the self-reqgulatory organization for broker-dealers and sales-
persons of broker-dealers that is registered as a national securities
association with the Securities and Exchange Commission under Section
15A of the Securities Exchange Act of 1934, 15 U.S.C. 78o.

(6) "FINRA member" means any broker-dealer that is a member of
FINRA. "FINRA member" may also include any broker-dealer registered
under the Securities Exchange Act of 1934 that has access to and the
ability to make filings through the Central Registration Depository.

(7) "Form BD" means the Uniform Application for Broker-Dealer
Registration.

(8) "Form BDW" means the Uniform Request for Broker-Dealer With-
drawal.

(9) "Form BR" means the Uniform Branch Office Registration Form.

(10) "Form U4" means the Uniform Application for Securities In-
dustry Registration or Transfer.

(11) "Form ULS" means the Uniform Termination Notice for Securi-
ties Industry Registration.

(12) "OTC non-NASDAQ equity securities" means equity securities

not traded on a national securities exchange or on NASDAQ. Equity se-
curities quoted on FINRA's OTC Bulletin Board are OTC non-NASDAQ equi-
ty securities.
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(13) "Principal" means any person associated with a broker-dealer
including, but not limited to, sole proprietor, officer, partner, man-
ager of office of supervisory jurisdiction, director, or other person
occupying similar status or performing similar functions, who is ac-
tively engaged in the management of the broker-dealer's investment
banking or securities business, such as supervision, solicitation,
conduct of business in securities, or the training of persons associ-
ated with a broker-dealer for any of these functions. Such persons in-
clude, among other persons, a broker-dealer's chief executive officer
and chief financial officer (or equivalent officers), and any other
person associated with a broker-dealer who is performing functions or
carrying out responsibilities that are required to be performed or
carried out by a principal under FINRA rules. The term "actively en-
gaging in the management of the broker-dealer's investment banking or
securities business" includes the management of, and the implementa-
tion of corporate policies related to, such business, and managerial
decision-making authority with respect to the broker-dealer's invest-
ment banking or securities business and management level responsibili-
ties for supervising any aspect of such business, such as serving as a
voting member of the broker-dealer's executive, management, or opera-
tions committees.

(14) "Securities and Exchange Commission” or "SEC" means the Uni-
ted States Securities and Exchange Commission.

(15) "Solicited" describes, but is not limited to, any transac-
tion which involves the following action by a broker-dealer or sales-
person:

(a) Making a direct or indirect communication that a customer
purchase a security;

(b) Recommending the purchase of a security through market let-
ters, newsletters, e-mail or other electronic communication, or by
otherwise circulating information which recommends the purchase;

(c) Volunteering information on the issuer, either to a particu-
lar customer or to customers generally;

(d) Engaging in a transaction in a discretionary account or where
the delivery of a prospectus or offering circular is required; or

(e) Bringing a specific security to the attention of the customer
through any means including, but not limited to, direct telephone con-
versation, the delivery of promotional material, or the transmission
of electronic messages.

NEW SECTION

WAC 460-20C-025 Filings made through the Central Registration
Depository. (1) Pursuant to RCW 21.20.050, the director designates
the Central Registration Depository (CRD) operated by FINRA to receive
and store filings and collect related fees on behalf of the director
with respect to broker-dealers that are members of FINRA and their
salespersons.

(2) For the purposes of a filing made through CRD, a document is
considered filed with the director when all fees are received and the
filing is accepted by CRD on behalf of Washington.

(3) When a signature or signatures are required by the particular
instructions of any filing to be made through CRD, the applicant or a
duly authorized officer of the applicant, as required, must affix
their electronic signature to the filing by typing their name in the
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appropriate fields and submitting the filing through CRD. Submission
of a filing in this manner will constitute irrefutable evidence of le-
gal signature by any individuals whose names are typed on the filings.

NEW SECTION

WAC 460-20C-030 Registration procedure. If you are applying to
register as a broker-dealer or salesperson of a broker-dealer under
RCW 21.20.040, you must follow the application procedures set forth in
this section:

(1) Broker-dealers. If you are a broker-dealer applying for reg-
istration under RCW 21.20.040, you must follow the application proce-
dures set forth in this subsection:

(a) FINRA members. If you are a broker-dealer that is a member of
FINRA, you must submit the following through CRD:

(1) A Form BD completed in accordance with the instructions to
the form. The Form BD must designate Washington as a state in which
you request registration;

(ii) The required fee as set forth in WAC 460-05A-010 (1) (a);

(iii) An application for registration as a salesperson as set
forth in subsection (2) (a) of this section for each officer, salesper-
son, employee, or other person who directly supervises, or will di-
rectly supervise, any registered salespersons associated with the
broker-dealer in Washington; and

(iv) Such additional information as the director may require to
complete an application in accordance with RCW 21.20.050(1).

(b) Nonmembers of FINRA. If you are a broker-dealer that is not a
member of FINRA, you must submit the following to the director:

(1) A Form BD completed in accordance with the instructions to
the form. The Form BD must designate Washington as a state in which
you request registration;

(ii) An application for registration as a salesperson as set
forth in subsection (2) (a) of this section for each officer, salesper-
son, employee, or other person who directly supervises, or will di-
rectly supervise, any registered salespersons associated with the
broker-dealer in Washington; and

(iii) A check made out to "state treasurer" for the required fee
as set forth in WAC 460-05A-010 (1) (a); and

(iv) A cover letter stating the following:

(A) The type of registration you seek (general securities or a
limited registration);

(B) Why you are not required to register with the Securities and
Exchange Commission and FINRA; and

(C) The name and CRD or Social Security number of each designated
principal who has taken the examinations required by WAC 460-20C-040;

(v) A balance sheet as of a date not more than 120 days before
the date of filing, and a computation of your net capital and your ag-
gregate indebtedness ratio as of the same date as the balance sheet.
If your net capital is not sufficient to meet the requirements set
forth in WAC 460-20C-110, you may satisfy the net capital regquirement
with a surety bond;

(vi) A copy of any subordination agreement;

(vii) Proof of passage of qualifying examinations by the designa-
ted principals as required by WAC 460-20C-040; and
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(viii) Such other information as the director may require to com-
plete an application in accordance with RCW 21.20.050(1).

(c) Withdrawal of pending application. You may withdraw a pending
application for broker-dealer registration by following the instruc-
tions for Form BDW and filing a completed Form BDW through CRD. If you
are not a member of FINRA, you may file your Form BDW directly with
the director.

(d) Successor broker-dealer. If you are a broker-dealer that is
succeeding to and continuing the business of a broker-dealer currently
registered under RCW 21.20.040, both you and the predecessor broker-
dealer must follow Securities and Exchange Commission Rule 15bl1-3 (17
C.F.R. 240.15b1-3 as amended effective January 25, 1993) and file Form
BD, an amendment to Form BD, or Form BDW, as applicable. The fee for
the transfer of a broker-dealer registration to a successor broker-
dealer is set forth in RCW 21.20.340 (9) (a) and is payable directly to
the director.

(e) Notification of branch office.

(1) You must notify the director of each branch office in Wash-
ington by submitting Form BR through CRD for FINRA broker-dealers and
directly to the director for non-FINRA broker-dealers.

(ii) You must promptly notify the director on Form BR if you en-
gage a new person in charge at a branch office in Washington, acguire
a branch office of another broker-dealer in Washington, or relocate a
branch office to Washington.

(2) Salespersons.

(a) Salespersons of members of FINRA. If you are seeking to reg-
ister under RCW 21.20.040 as a salesperson of a broker-dealer that is
a member of FINRA, you must submit the following application materials
through CRD:

(1) A completed Form U4 marking Washington as a jurisdiction in
which you seek registration; and

(11) The fee as set forth in WAC 460-05A-010 (1) (c).

(b) Salespersons of broker-dealers that are not members of FINRA.
If you are seeking to register under RCW 21.20.040 as a salesperson of
a broker-dealer that is not a member of FINRA, you must submit the
following application materials directly to the director:

(1) A completed Form U4 marking Washington as a jurisdiction in
which you seek registration;

(11i) The fee set forth in WAC 460-05A-010 (1) (c¢); and

(iii) Proof of passage of the examinations required by WAC
460-20C-040.

(c) The director may require the submission of additional infor-
mation as necessary to complete an application in accordance with RCW
21.20.050 (1) .

NEW SECTION

WAC 460-20C-035 Canadian broker-dealers and salespersons. (1)
If you are a Canadian broker-dealer that is a resident in Canada and
has no office or other physical presence in the United States and is
not an office of, branch of, or a natural person associated with a
broker-dealer otherwise registered in the United States, you may
transact business in Washington without registering as a broker-dealer
pursuant to RCW 21.20.040 under the following conditions:

(a) The business you transact is limited to:
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(1) Transactions subject to the exemption provided by RCW
21.20.320(8);

(ii) Transactions with or for a Canadian person who is temporari-
ly present in Washington and with whom you had a bona fide customer
relationship before the person entered Washington; or

(iii) Transactions with or for a Canadian person in a self-direc-
ted tax advantaged retirement plan in Canada of which that person is
the holder or contributor; and

(b) You file the following with the director:

(1) A notice of claim of exemption in the form of a cover letter
that provides the location of your head office, identifies a contact
person, specifies the jurisdictions in Canada in which you are regis-
tered as a broker-dealer, and specifies the self-regulatory organiza-
tion or stock exchange in Canada to which you belong; and

(ii) A consent to service process on Form U2 pursuant to RCW
21.20.330; and

(c) You maintain membership in a self-regulatory organization or
stock exchange in Canada; and

(d) You maintain provincial or territorial registration in Cana-
da; and

(e) You disclose to your customers in Washington that you are not
subject to the full requlatory requirements of the Securities Act of
Washington.

(2) If you are a salesperson representing a Canadian broker-deal-
er transacting business in Washington pursuant to subsection (1) of
this section, you are not required to register pursuant to RCW
21.20.040 provided that you are registered in the appropriate Canadian
jurisdiction.

(3) If you are a Canadian broker-dealer, the transactions conduc-
ted by you and your salespersons pursuant to subsections (1) and (2)
of this section will be deemed not to involve the "offer" or "sale" of
a security, as those terms are defined in RCW 21.20.005, for purposes
of compliance with RCW 21.20.140. Nothing in this section limits the
duty of you and your salespersons to comply with RCW 21.20.010 and the
rules promulgated thereunder.

(4) If you have previously filed a notice of claim of exemption
pursuant to subsection (1) (b) of this section, you must promptly noti-
fy the director if there is any material change in the information on
file with the director. This includes, but is not limited to, any
change with respect to the broker-dealer's eligibility for the exemp-
tion. An annual filing is not otherwise required to maintain the ex-
emption.

NEW SECTION

WAC 460-29C-040 Examination requirements. (1) Broker-dealers.
If you are a broker-dealer registered or required to be registered un-
der RCW 21.20.040, you must have at least one principal who has passed
the Series 24 General Securities Principal Exam. If the principal who
took and passed the required examination on your behalf ceases to be
your principal, you must promptly update Form BD to identify a substi-
tute principal who has passed the same examination.

(2) Salespersons of broker-dealers.

(a) In order to register under RCW 21.20.040 as a salesperson of
a broker-dealer, you must, unless covered by (b) or (c) of this sub-
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section or otherwise waived by the director, have passed within two
years of the date of application:

(1) The Series 63 Uniform Securities Agent State Law Examination
or the Series 66 Uniform Combined State Law Examination; and

(ii) All relevant examinations required by FINRA and accepted by
Washington.

(b) If you have been registered as a salesperson of a broker-
dealer in any state within two years from the date of filing an appli-
cation for registration, you are not required to retake the examina-
tions in (a) of this subsection to be eligible for registration.

(c) If you have not been registered as a salesperson of a broker-
dealer in any state for more than two years but less than five years,
and you have elected to participate in the FINRA Maintaining Qualifi-
cations Program pursuant to FINRA Rule 1240 (c), and your appropriate
FINRA qualifying examinations remain valid pursuant to effective par-
ticipation in the Maintaining Qualifications Program, you are deemed
in compliance with the examination requirements set forth in (a) (i) of
this subsection as long as you elect to participate in the NASAA Ex-
amination Validity Extension Program within two years of the termina-
tion of your salesperson registration.

(d) If you have not been registered as a salesperson of a broker-
dealer in any state for more than two years but less than five years,
and you have elected to participate in the FINRA Maintaining Qualifi-
cations Program pursuant to FINRA Rule 1240 (c), and your appropriate
FINRA qualifying examinations remain valid pursuant to effective par-
ticipation in the FINRA Maintaining Qualifications Program, you are
deemed in compliance with the examination requirements set forth in
(a) (11) of this subsection.

(e) Successful participation in the FINRA Maintaining Qualifica-
tions Program does not extend the Series 66 Uniform Combined State Law
Examination for purposes of investment adviser representative regis-
tration.

NEW SECTION

WAC 460-20C-045 Notice of termination of pending applications.
The director may send notice to an applicant for broker-dealer or
salesperson registration with respect to any pending application in
which the applicant has taken no action for the nine months immediate-
ly prior to the sending of such notice. The notice will advise such
applicant that the pending application will be terminated 30 days from
the date of sending such notice unless on or before the termination
date the applicant responds in writing to the director showing good
cause why the application should be continued as a pending applica-
tion. If the applicant does not request in writing that the applica-
tion be continued or show good cause why it should be continued, the
director may terminate the pending application.

NEW SECTION

WAC 460-20C-050 Expiration and renewal of registration. (1) Ex-
piration date.
(a) Broker-dealers.
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(1) If you are a broker-dealer registered under RCW 21.20.040,
your registration will be effective until December 31st of the year of
issuance.

(ii) If you are a member of FINRA and you do not file an applica-
tion to renew your broker-dealer registration by the deadline to sub-
mit renewal applications through CRD for the year, or if you are not a
member of FINRA and do not file an application to renew your broker-
dealer registration by December 31st, your registration will be con-
sidered delinquent and subject to the provisions in subsection (3) (a)
of this section. If you do not renew your delingquent registration on
or before March 1st of the following year, your registration will be
considered to have terminated as of December 31st of the previous
year.

(b) Salespersons.

(1) If you are registered as a salesperson of a broker-dealer
pursuant to RCW 21.20.040, your registration will be effective until
December 31st of the year of issuance.

(ii) If you are a salesperson of a broker-dealer that is a member
of FINRA and you do not file an application to renew your registration
by the deadline to submit renewal applications through CRD for the
year, or 1f you are a salesperson of a broker-dealer that is not a
member of FINRA and you do not submit an application to renew your
registration by December 31st, your registration will be considered
delinquent and subject to the provisions in subsection (3) (b) of this
section. If you do not renew your delinquent registration on or before
March 1st of the following year, your registration will be considered
to have terminated as of December 31st of the previous year.

(2) Renewal procedure.

(a) Broker-dealers.

(1) FINRA members. If you are a broker-dealer who is a member of
FINRA, you may renew your broker-dealer registration in Washington by
filing the following through CRD prior to the renewal filing deadline
set annually by FINRA:

(A) Any renewal application required by CRD; and

(B) The renewal fee set forth in WAC 460-05A-010 (1) (a); or

(ii) Nonmembers of FINRA. If you are a broker-dealer who is not a
member of FINRA, you may renew your broker-dealer registration in
Washington by filing the following with the director no later than De-
cember 1lst:

(A) Form BD updated to reflect any material changes;

(B) A balance sheet dated not more than 120 days before the date
of filing, and a computation of your net capital and your aggregate
indebtedness ratio as of the same date as the balance sheet. If your
net capital is not sufficient, you may satisfy the net capital re-
gquirement in WAC 460-20C-110 with a surety bond; and

(C) The renewal fee set forth in WAC 460-05A-010 (1) (a).

(b) Salespersons.

(1) Salespersons for members of FINRA. If you are registered un-
der RCW 21.20.040 as a salesperson of a broker-dealer that is a member
of FINRA, you may renew your salesperson registration in Washington by
filing the following through CRD prior to the renewal filing deadline
set annually by FINRA:

(A) Any renewal application required by CRD; and

(B) The renewal application fee set forth in WAC 460-05A-010
(1) (¢); or

(ii) Other salespersons for broker-dealers. If you are registered
under RCW 21.20.040 as a salesperson of a broker-dealer that is not a
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member of FINRA, you may renew your salesperson registration in Wash-
ington by submitting the following directly to the director by Decem-
ber 1st:

(A) An updated Form U4; and

(B) The renewal application fee set forth in WAC 460-05A-010

(3) Delinquent renewal procedure.

(a) Broker-dealers. If you are a broker-dealer registered under
RCW 21.20.040, and you filed a renewal application that was received
by the director after the final date to submit renewal applications
for the year as set forth in subsection (2) (a) of this section, but on
or before March 1lst of the next year, you must pay a delinguency fee
of $100 as set forth in RCW 21.20.340(8) in addition to the renewal
fee. The delinguent renewal application and fees must be submitted di-
rectly to the director. No renewal applications will be accepted
thereafter.

(b) Salespersons. If you are currently registered as a salesper-
son of a broker-dealer and the director receives your renewal applica-
tion after deadlines set forth in subsection (2) (b) of this section
but on or before March 1st of the next year, you must pay a delinquen-—
cy fee of $100 as set forth in RCW 21.20.340(8) in addition to the re-
newal fee. The delinquent renewal application and fees must be submit-
ted directly to the director. No renewal applications will be accepted
thereafter.

NEW SECTION

WAC 460-20C-060 Notice of changes by broker-dealers. If you are
a broker-dealer registered or required to be registered under RCW
21.20.040, you must comply with the following regquirements:

(1) You must promptly amend your Form BD if there is a material
change to the information contained in the form, or if the information
contained in the form is or becomes inaccurate or incomplete in any
material respect. If you are a member of FINRA, you must file amend-
ments to Form BD through CRD. If you are not a member of FINRA, you
must submit your amended Form BD directly to the director. A material
change includes, but is not necessarily limited to, the following:

(a) A change in the name, ownership, management, or control of a
broker-dealer;

(b) A change in any of a broker-dealer's partners, directors, of-
ficers, or persons occupying a similar status performing similar func-
tions;

(c) A change in the business address or creation or termination
of a branch office;

(d) A change in the supervisory personnel of a branch office;

(e) A change in the type of business engaged in by the broker-
dealer;

(f) Insolvency, dissolution, liquidation, or a material change in
working capital;

(g) Noncompliance with minimum net capital requirements;

(h) Termination of business or discontinuance of activities as a
broker-dealer;

(i) Filing of a criminal charge or civil action against the brok-
er-dealer or any of the broker-dealer's salespersons registered under
RCW 21.20.040 which alleges a violation of securities laws;
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() Commencement of or notice of intent to commence any action by
an administrative agency, regulatory agency, self-reqgulatory organiza-
tion, or court to consider whether to deny, suspend, or revoke a reg-
istration, impose a fine, injunction, cease or desist, or other penal-
ty upon the broker-dealer, and the result of such action, including
subsequent measures taken by any agency, organization, or court;

(k) Filing of a civil action against any broker-dealer registered
under RCW 21.20.040 alleging a cause of action other than a securities
violation which, if proven, would materially affect the ability of the
broker-dealer to do business, including any action materially affect-
ing the financial condition of the broker-dealer; and

(1) Any restriction or condition placed on the activities of the
broker-dealer by any regulatory agency or self-regulatory organiza-
tion.

(2) You must promptly amend the Form U4 for any associated sales-
person if there is a material change to the information contained in
the form, or if the information contained in the form is or becomes
inaccurate or incomplete in any material respect. If you are a member
of FINRA, you must file amendments to Form U4 through CRD. If you are
not a member of FINRA, you must submit the amended Form U4 directly to
the director.

(3) You must notify the director of the employment or association
of any new salesperson in Washington by submitting a completed Form U4
through CRD (or directly to the director if you are not a member of
FINRA) within 21 days after the employment or association.

(4) You must notify the director of the termination of employment
of any salesperson in Washington by submitting a completed Form U5
through CRD (or directly to the director if you are not a member of
FINRA) within 30 days after the event occurs.

NEW SECTION

WAC 460-20C-080 Mass transfer of salespersons. If you are a
broker-dealer registered or required to be registered under RCW
21.20.040 and you intend to mass transfer your salespersons to another
broker-dealer, you must comply with the following procedures:

(1) FINRA members. If you are a broker-dealer that is a member of
FINRA, and you are transferring your salespersons to a broker-dealer
that is also a member of FINRA, you must file with the director a ros-
ter of all salespersons intending to transfer at least 30 days prior
to the effective date of transfer, or such shorter period as the di-
rector may permit. Such roster must include the names and CRD numbers
of each salesperson as well as an indication as to whether the sales-
person has any currently disclosable items to the Disclosure Questions
in Section 14 of Form U4. You must submit a transfer fee of $25 per
salesperson with the roster as set forth in RCW 21.20.340 (9) (b). The
provisions in this subsection supplement and do not supersede any FIN-
RA rules and policies concerning mass transfer of salespersons.

(2) Nonmembers of FINRA. If you are a broker-dealer that is not a
member of FINRA, you must file with the director Form U4 for each
salesperson you intend to transfer to another broker-dealer at least
30 days prior to the effective date of transfer. You must submit a
transfer fee of $25 per salesperson as set forth in RCW 21.20.340
(9) (b) . No salesperson may conduct the business of a salesperson until
the transferred registration becomes effective.
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NEW SECTION

WAC 460-20C-090 Termination of broker-dealer registration. (1)
Termination procedure. If you are a broker-dealer registered or re-
quired to be registered under RCW 21.20.040, you may terminate your
active registration in Washington by following the instructions on
Form BDW and filing a completed Form BDW through CRD. If you are not a
member of FINRA, you must file Form BDW directly with the director.

(2) Date of termination. Your broker-dealer registration will
terminate 60 days after filing of Form BDW or within such shorter pe-
riod of time as the director may determine, unless the registrant has
any open customer accounts in Washington or a revocation or suspension
proceeding is pending when Form BDW is filed.

(a) If the registrant has any open customer accounts in Washing-
ton, the settlement of those accounts is a condition of termination.
Additional information may be required by the director and withdrawal
is not complete until electronically noticed through CRD.

(b) If a revocation or suspension proceeding is pending, termina-
tion becomes effective upon such conditions as the director, by order,
may determine. If no proceeding is pending or commenced, and termina-
tion automatically becomes effective, the director may nevertheless
commence a revocation or suspension proceeding under RCW 21.20.110
(1) (b) within one year after withdrawal becomes effective, and enter a
revocation or suspension order as of the last date on which registra-
tion was effective.

NEW SECTION

WAC 460-20C-100 Termination of salesperson registration. If you
are a salesperson of a broker-dealer registered or required to be reg-
istered under RCW 21.20.040 and you or your associated broker-dealer
terminate your employment or association, the following provisions ap-
ply:

(1) Notification requirement. Your associated broker-dealer must
notify the director of the termination by submitting a completed Form
U5 through CRD if the broker-dealer is a member of FINRA, or directly
to the director if the broker-dealer is not a member of FINRA, within
30 days after the termination occurs.

(2) Date of termination. Except as provided in subsection (4) of
this section, your salesperson registration terminates on the actual
date of your termination of employment or association with the broker-
dealer.

(3) Association with new broker-dealer. If you are transferring
your association to another broker-dealer registered under RCW
21.20.040, your new broker-dealer must file Form U4 on your behalf no
later than 21 days following your association with the new broker-
dealer. In that situation, the effectiveness date of your registration
with the new broker-dealer will be the date of association with the
new broker-dealer.

(4) Revocation or suspension proceedings. If a revocation or sus-
pension proceeding is pending against you at the time your associated
broker-dealer files your Form U5, your termination of registration be-
comes effective upon such conditions as the director, by order, may
determine. If no proceeding is pending or commenced at the time you
file your Form U5, and your termination automatically becomes effec-
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tive, the director may nevertheless commence a revocation or suspen-

sion proceeding against you under RCW 21.20.110 (1) (b) within one year
after withdrawal becomes effective, and may enter a revocation or sus-
pension order as of the last date on which registration was effective.

NEW SECTION

WAC 460-20C-110 Minimum net capital requirements for broker-

dealers. If you are a broker-dealer registered or required to be reg-
istered under RCW 21.20.040, you must comply with the following re-
quirements:

(1) You must meet the minimum net capital requirements establish-
ed in Securities and Exchange Commission Rule 15c¢3-1 (17 C.F.R.
240.15¢c3-1, as amended effective October 21, 2019) and the appendices
thereto;

(2) Members of FINRA. If you are a member of FINRA, you must com-
ply with Securities and Exchange Commission Rule 17a-11 (17 C.F.R.
240.17a-11, as amended effective February 14, 2020). If you are re-
quired to provide notice to the Securities and Exchange Commission un-
der Securities and Exchange Commission Rule 17a-11 for failure to com-
ply with the net capital requirements, you must provide the notice and
reports required by that rule to the director only upon request; and

(3) Nonmembers of FINRA. If you are not a member of FINRA, you
must promptly notify the director if you fail to comply with the net
capital requirements as set forth in subsection (1) of this section.
The thresholds for notification of the director are the same as those
set forth in Securities and Exchange Commission Rule 17a-11 (as amen-
ded effective February 14, 2020). You must provide such notification
directly to the director in the form of a Financial and Operational
Combined Uniform Single (FOCUS) Report.

NEW SECTION

WAC 460-20C-120 Reserve and custody requirements. If you are a
broker-dealer registered or required to be registered under RCW
21.20.040, you must comply with the customer protection reserves and
custody of securities requirements set forth in Securities and Ex-
change Commission Rule 15¢3-3 (17 C.F.R. 240.15c3-3, as amended effec-
tive October 21, 2019).

NEW SECTION

WAC 460-20C-130 Books and records of broker-dealers. (1) If you
are a broker-dealer registered or required to be registered under RCW
21.20.040, you must make, maintain, and preserve books and records in
compliance with the following Securities and Exchange Commission
rules:

(a) Securities and Exchange Commission Rule 10b-10 (17 C.F.R.
240.10b-10, as amended effective July 7, 2014);

(b) Securities and Exchange Commission Rule 15c2-11 (17 C.F.R.
240.15c2-11, as amended effective December 28, 2020);
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(c) Securities and Exchange Commission Rule 15g-2(c) (17 C.F.R.
240.15g-2(c), as amended effective September 12, 2005);

(d) Securities and Exchange Commission Rule 15g-4(b) (2) (17
C.F.R. 240.159-4(b) (2), as adopted April 28, 1992);

(e) Securities and Exchange Commission Rule 15g-5(b) (2) (17

C.F.R. 240.159-5(b) (2), as adopted April 28, 1992);

(f) Securities and Exchange Commission Rule 15g-6(f) (17 C.F.R.
240.15g-6(f), as adopted April 28, 1992);

(g) Securities and Exchange Commission Rule 17a-2(c) (17 C.F.R.
240.17a-2(c), as amended effective April 1, 1997);

(h) Securities and Exchange Commission Rule 17a-3 (17 C.F.R.
240.17a-3, as amended effective April 6, 2020);

(i) Securities and Exchange Commission Rule 17a-4 (17 C.F.R.
240.17a-4, as amended effective January 3, 2023);

(jJ) Securities and Exchange Commission Rule 17a-8 (17 C.F.R.
240.17a-8, as amended effective March 2, 2011); and

(k) Securities and Exchange Commission Rule 17a-13(b) (5) (17
C.F.R. 240.17a-13(b) (5), as amended effective September 13, 2022).

To the extent that the Securities and Exchange Commission promul-
gates changes to the above-referenced rules, your compliance with such
rules as amended will not subject you to enforcement action by the di-
rector for violation of this rule to the extent that the violation re-
sults solely from your compliance with the amended rule.

(2) For purposes of the application of the Securities and Ex-
change Commission rules referenced in subsection (1) of this section,
"member" also means "broker-dealer" as defined by RCW 21.20.005(1),
"associated person" also means "salesperson" as defined by RCW
21.20.005(15), and "securities regulatory authority" also means the
Washington department of financial institutions.

(3) If you are a broker-dealer registered or required to be reg-
istered under RCW 21.20.040 and you are a member of a self-regulatory
organization, you must maintain all records which the self-regulatory
organization requires you to maintain.

(4) The records required to be maintained and preserved pursuant
to this section may be immediately produced or reproduced, and main-
tained and preserved on:

(a) Paper or hard copy form, as those records are kept in their
original form;

(b) Micrographic media, including microfilm, microfiche, or any
similar medium; or

(c) Electronic storage media, including any digital storage medi-
um or system that meets the terms of this section.

(5) If you are a broker-dealer required to maintain and preserve
records pursuant to this section, you must:

(a) Arrange and index the records in a way that permits easy lo-
cation, access, and retrieval of any particular record;

(b) Provide promptly any of the following that the director may
request:

(i) A legible, true, and complete copy of the record in the medi-
um and format in which it is stored;

(ii) A legible, true, and complete printout of the records; and

(iii) Means to access, view, and print the records; and

(c) If the records that the broker-dealer is required to maintain
and preserve pursuant to this section are created or maintained on
electronic storage media, the broker-dealer must establish and main-
tain procedures:
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(1) To maintain and preserve the records, so as to reasonably
safeguard them from loss, alteration, and destruction;

(ii) To limit access to the records to properly authorized per-
sonnel and the director; and

(iii) To reasonably ensure that any reproduction of a nonelec-
tronic original record on electronic storage media is complete, true,
and legible when retrieved.

(6) If you are a broker-dealer registered or required to be reg-
istered under RCW 21.20.040, you must make the records required to be
maintained under this section easily accessible for inspection by the
director or the director's representatives. In the conduct of an ex-
amination authorized by RCW 21.20.100(4), you must honor all requests
by the director or the director's representatives to have physical ac-
cess to all areas of the office which is the subject of the examina-
tion. Upon request, you must permit the director or the director's
representatives to access, copy, scan, image, and examine all records
and electronic data that you are required to retain under this sec-
tion.

(7) The director may by order, upon written request and for good
cause shown, waive any of the requirements of this section.

NEW SECTION

WAC 460-20C-140 Financial reporting requirements. If you are a
broker-dealer registered or required to be registered under RCW
21.20.040, you must comply with the following financial reporting re-
quirements:

(1) FINRA members.

(a) If you are a broker-dealer that is a member of FINRA, and
your "principal business address" or "firm main address" as disclosed
on Form BD is located in Washington, you must file annually with the
director through the eFOCUS portal the financial statements that you
are required to provide to the Securities and Exchange Commission or
its designee; and

(b) If you are a broker-dealer that is a member of FINRA, and
your "principal business address" or "firm main address" as disclosed
on Form BD is not located in Washington you must, upon request, pro-
vide the director with any financial statements or financial informa-
tion that you are required to provide to the Securities and Exchange
Commission or its designee.

(2) Nonmembers of FINRA. If you are a broker-dealer that is not a
member of FINRA, you must comply with the following:

(a) You must file annually with the director financial statements
that have been prepared in accordance with generally accepted account-
ing principles and audited by an independent certified public account-
ant. You must file these financial statements with the director no
later than 120 days after the close of your fiscal year end through
the director's eFin electronic filing system or any successor elec-
tronic filing system; and

(b) If your "principal business address" or "firm main address"
as reported on Form BD is located in Washington, you must file quar-
terly Financial and Operational Combined Uniform Single (FOCUS) Re-
ports upon request through the director's eFin electronic filing sys-
tem or any successor electronic filing system.
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NEW SECTION

WAC 460-20C-150 Supervision of salespersons and employees. (1)
If you are a broker-dealer registered or required to be registered un-
der RCW 21.20.040, you must reasonably supervise your salespersons and
your employees. Reasonable supervision for the purposes of RCW
21.20.110 (1) (J) includes, but is not limited to, the following:

(a) You must designate a qualified person as supervisor for each
salesperson. For the purpose of this section, that person will be re-
ferred to as the "designated supervisor" of the salesperson(s) super-
vised. To be qualified, a designated supervisor must demonstrate com-
petence by passing the examinations required by WAC 460-20C-040. A
designated supervisor may only supervise the number of salespersons at
any one time that will allow the supervisor to reasonably discharge
the duties and obligations under the broker-dealer's established su-
pervisory procedures and systems. The number of salespersons a desig-
nated supervisor can reasonably supervise depends upon the nature of
the business conducted by the salespersons, technical resources avail-
able to the supervisor, additional personnel available to assist the
supervisor, and other resources made available to assist the supervi-
sor;

(b) You must comply with the supervision requirements set forth
in the conduct rules of FINRA. For purposes of the application of FIN-
RA conduct rules to broker-dealers who are not members of FINRA, "mem-
ber" means "broker-dealer" as defined by RCW 21.20.005(1) and "associ-
ated person" means "salesperson" as defined by RCW 21.20.005(15);

(c) You must implement procedures for the reasonable oversight of
your designated supervisors;

(d) You must investigate every complaint submitted to the broker-
dealer by a customer. You must designate an employee who will investi-
gate, track, and monitor customer complaints. You must respond to all
complaints in a timely manner;

(e) You must establish and maintain written supervisory proce-
dures reasonably designed to assist in detecting violations of, pre-
venting violations of, and achieving compliance with the Securities
Act of Washington and the rules adopted thereunder, and other applica-
ble laws, regulations, and rules of self-regulatory organizations;

(f) You must conduct an annual review of the businesses in which
you engage. The review must be reasonably designed to assist in de-
tecting violations of, preventing violations of, and achieving compli-
ance with the Securities Act of Washington and the rules adopted
thereunder, and other applicable laws, regulations, and rules of self-
regulatory organizations; and

(g) Pursuant to RCW 74.34.220, you must provide training to your
employees who are salespersons registered under RCW 21.20.040 regard-
ing the financial exploitation of vulnerable adults if such employees
have contact with customers and access to account information on a
regular basis and as part of their jobs. The training must include
recognition of indicators of financial exploitation of a wvulnerable
adult, the manner in which employees may report suspected financial
exploitation to the Washington department of social and health serv-
ices and law enforcement as permissive reporters, and steps employees
may take to prevent suspected financial exploitation of a wvulnerable
adult as authorized by law or agreements between you and your custom-
ers.

(2) The director may require heightened supervision as a condi-
tion of the registration of any salesperson who has a history of past
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misconduct or industry or regulatory-related incidents that may pose a
risk to customers. The director may require the submission of a writ-
ten heightened supervisory plan developed to address the salesperson's
past conduct and minimize the risks posed by the salesperson's ongoing
activities.

(a) At a minimum, an effective heightened supervision plan must
include the following:

(1) The designation of a principal with the appropriate training
and experience to implement and enforce the plan;

(ii) A requirement for appropriate additional training for the
salesperson subject to the plan to address the nature of incidents ne-
cessitating the plan;

(iii) The written acknowledgment of the heightened supervisory
plan by the salesperson subject to the plan and the designated super-
visory principal; and

(iv) A requirement that the supervising principal periodically
review the heightened supervision plan to assess its effectiveness;
and

(b) As appropriate under the facts and circumstances, an effec-
tive heightened supervision plan may also provide for the following:

(1) Heightened supervision of the salesperson's business activi-
ties including, but not limited to, customer-related activities, em-
ployee personal trading accounts, outside business activities, private
securities transactions, and restrictions on the sale of certain prod-
ucts;

(ii) Proximity of the supervising principal to the salesperson;

(iii) More frequent contact between the supervising principal and
the salesperson;

(iv) More frequent review of the salesperson's communications,
particularly with customers; and

(v) Expeditious handling of customer complaints related to the
salesperson.

NEW SECTION

WAC 460-20C-160 Fraudulent practices of broker-dealers and
salespersons. It is an "act, practice, or course of business which
operates or would operate as a fraud" as used in RCW 21.20.010(3) for
a broker-dealer or salesperson to engage in one or more of the follow-
ing practices:

(1) Entering into a transaction with a customer in any security
at an unreasonable price or at a price not reasonably related to the
current market price of the security or receiving an unreasonable com-
mission or profit;

(2) Contradicting or negating the importance of any information
contained in a prospectus or other offering materials with intent to
deceive or mislead or using any advertising or sales presentation in a
deceptive or misleading manner;

(3) In connection with the offer, sale, or purchase of a securi-
ty, falsely leading a customer to believe that the broker-dealer or
salesperson is in possession of material, nonpublic information which
would impact on the value of the security;

(4) In connection with the solicitation of a sale or purchase of
a security, engaging in a pattern or practice of making contradictory
recommendations to different investors with similar investment objec-
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tives for some to sell and others to purchase the same security, at or
about the same time, when not justified by the particular circumstance
of each investor;

(5) Failing to make a bona fide public offering of all the secur-
ities allotted to a broker-dealer for distribution, whether acquired
as an underwriter, a selling group member, or from a member partici-
pating in the distribution as an underwriter or selling group member
by, among other things:

(a) Transferring securities to a customer, another broker-dealer,
or a fictitious account with the understanding that those securities
will be returned to the broker-dealer or its nominees; or

(b) Parking or withholding securities;

(6) Although nothing in this section precludes application of the
general antifraud provisions against any person for practices similar
in nature to the practices discussed below, the following prohibited
activities specifically apply only in connection with the solicitation
of a purchase or sale of OTC non-NASDAQ equity securities:

(a) Failing to comply with rules adopted by the Securities and
Exchange Commission under authority granted by the Penny Stock Reform
Act of 1990 (Pub. L. No. 101-429), including Securities and Exchange
Commission Rules 15g-1 through 15g-6, 15g-8, 15g-9, and 15g-100 (17
C.F.R. 240.15g-1 as amended effective December 8, 2020; 17 C.F.R.
240.15g-2 as amended effective September 12, 2005; 17 C.F.R. 240.15g-3
through 17 C.F.R. 240.15g-6 as adopted April 28, 1992; 17 C.F.R.
240.15g-8 as adopted April 28, 1992; 17 C.F.R. 240.159g-9 as amended
effective May 22, 2017; and 17 C.F.R. 240.159-100 as amended effective
September 12, 2005) which are hereby incorporated by reference;

(b) Conducting sales contests in a particular security;

(c) After a solicited purchase by a customer, failing or refus-
ing, in connection with a principal transaction, to promptly execute
sell orders;

(d) Soliciting a secondary market transaction when there has not
been a bona fide distribution in the primary market; and

(e) Engaging in a pattern of compensating a salesperson in dif-
ferent amounts for effecting sales and purchases in the same security;

(7) Effecting any transaction in, or inducing the purchase or
sale of any security by means of any manipulative, deceptive, or other
fraudulent device or contrivance including, but not limited to, the
use of boiler room tactics or use of fictitious or nominee accounts.
"Boiler room tactics" include any high-pressure sales tactics that
have the effect of creating an artificially short period in which to
make a decision or are designed to overcome a customer's reluctance to
make an investment. Such tactics include the use of scripts designed
to meet the customer's objections, repeated phone calls, phone calls
designed to "set up" the customer, threatening tones on the telephone,
informing the customer that there is little time to make a decision,
and other similar techniques;

(8) Failing to comply with any prospectus delivery regquirement
promulgated under state or federal law;

(9) Giving or permitting to be given, directly or indirectly,
anything of value, including gratuities, in excess of $100 per indi-
vidual per year to any person, principal, proprietor, employee, agent,
or representative of another person where such payment or gratuity is
in relation to the business of the employer of the recipient of the
payment or gratuity. For the purpose of this subsection, a gift of any
kind is considered a gratuity. This subsection does not apply to con-
tracts of employment with, or compensation for services rendered by
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the persons enumerated in this subsection provided that a written
agreement between you and the person who is to be employed to perform
such services exists prior to the time of employment or before the
services are to be rendered that includes the nature of the proposed
employment, the amount of the proposed compensation, and the written
consent of such person's employer or principal. You must retain a re-
cord of all payments or gratuities in any amount, and a copy of any
employment agreement and compensation paid as a result thereof;

(10) Making or causing to be made any statement in any examina-
tion or other proceeding under the Securities Act of Washington or in
any document filed with the director if the statement is, at the time
and in light of the circumstances under which it is made, false or
misleading in any material respect; and

(11) Advertising or otherwise holding out as providing investment
advisory services to others while not registered as an investment ad-
viser in Washington. For the purposes of this subsection, the use of
the terms "financial planner," "investment counselor,”™ or similar
terms as set forth in WAC 460-24A-040 are deemed to be holding out as
providing investment advisory services. This subsection does not apply
if you follow the procedures set forth in WAC 460-24A-045.

This section is not intended to be all inclusive, and thus, acts
or practices not enumerated herein may also be fraudulent practices.

NEW SECTION

WAC 460-20C-170 Excessive trading. (1) The phrase "employ any
device, scheme, or artifice to defraud" as used in RCW 21.20.010(1)
includes any act of any broker-dealer or salesperson designed to ef-
fect with or for any customer's account with respect to which such
broker-dealer or salesperson is vested with any discretionary power,
or with respect to which the broker-dealer or salesperson is able by
reason of the customer's trust and confidence to influence the volume
and frequency of the trades, any transactions of purchase or sale
which are excessive in size or frequency in view of the financial re-
sources and character of such customer or account.

(2) For the purposes of subsection (1) of this section, RCW
21.20.035, WAC 460-20C-210(2), and 460-20C-220(6), the director may
determine that trades are excessive in size or frequency in view of
the financial resources and character of the account based on consid-
eration of the following:

(a) The cost-to-equity ratio. The cost-to-equity ratio calculates
the rate of return the account has to earn during a given period to
cover account costs. The cost-to-equity ratio is calculated by divid-
ing the total commissions and costs for the security purchases in an
account in a given period of time by the average net equity of the ac-
count during that period; and

(b) The turnover ratio. The turnover ratio is calculated by di-
viding the total dollar amount of securities purchased in a given pe-
riod by the average net equity of the account during that period.

The above is not intended to be all inclusive, and thus the di-
rector may determine whether trades are excessive by other reasonable
means.
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NEW SECTION

WAC 460-20C-180 Transmission or maintenance of payments received
in connection with underwritings. It constitutes a "device, scheme,
or artifice to defraud" as used in RCW 21.20.010(1), for any broker-
dealer participating in any distribution of securities, other than a
firm commitment underwriting, to accept any part of the sale price of
any security being distributed unless:

(1) The money or other consideration received is promptly trans-
mitted to the persons entitled thereto; or

(2) If the distribution is being made on an "all-or-none" basis,
or on any other basis which contemplates that payment is not to be
made to the person on whose behalf the distribution is being made un-
til some further event or contingency occurs:

(a) The money or other consideration received is promptly depos-
ited in a separate bank account, as agent or trustee for the persons
who have the beneficial interests therein, until the appropriate event
or contingency has occurred, and then the funds are promptly transmit-
ted or returned to the persons entitled thereto; or

(b) All such funds are promptly transmitted to a bank which has
agreed in writing to hold all such funds in escrow for the persons who
have the beneficial interests therein and to transmit or return such
funds directly to the persons entitled thereto when the appropriate
event or contingency has occurred.

NEW SECTION

WAC 460-20C-190 Communications with the public. If you are a
broker-dealer or salesperson registered or required to be registered
under RCW 21.20.040, it is an "act, practice, or course of business"
which operates or would operate as fraud within the meaning of RCW
21.20.010 to, directly or indirectly, publish, circulate, or distrib-
ute any communications that do not comply with the following content
standards:

(1) All your communications must be based on principles of fair
dealing and good faith, must be fair and balanced, and must provide a
sound basis for evaluating the facts in regard to any particular se-
curity or type of security, industry, or service. You may not omit any
material fact or qualification if the omission, in light of the con-
text of the material presented, would cause the communications to be
misleading.

(2) You may not make any false, exaggerated, unwarranted, promis-
sory, or misleading statement or claim in any communication. You may
not publish, circulate, or distribute any communication that you know
or have reason to know contains any untrue statement of a material
fact or is otherwise false or misleading.

(3) You must ensure that statements in communications are clear
and not misleading within the context in which they are made, and that
they provide balanced treatment of risks and potential benefits. Com-
munications must be consistent with the risks of fluctuating prices
and the uncertainty of dividends, rates of return, and yield inherent
to investments.

(4) You must consider the nature of the audience to which the
communication will be directed and must provide details and explana-
tions appropriate to the audience.
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(5) All your retail communications and correspondence must:

(a) Prominently disclose the broker-dealer's name, or the name
under which the broker-dealer primarily is conducted as disclosed on
your Form BD, and may also include a fictional name by which you are
commonly recognized or which is required by any state or Jjurisdiction;

(b) Reflect any relationship between the broker-dealer and any
nonbroker-dealer or individual who is also named; and

(c) If it includes other names, reflect which products or serv-
ices are being offered by the broker-dealer.

This subsection (5) does not apply to so-called "blind" adver-
tisements used to recruit personnel.

NEW SECTION

WAC 460-20C-200 Deferred variable annuities. It constitutes a
dishonest or unethical business practice for the purposes of RCW
21.20.110 (1) (g) for a broker-dealer or salesperson registered or re-
quired to be registered under RCW 21.20.040 to recommend the purchase
or exchange of a deferred variable annuity unless the following re-
guirements are met:

(1) The broker-dealer and salesperson must have reasonable basis
to believe that the transaction is suitable for the customer; and, in
particular:

(a) The broker-dealer and salesperson must have reasonable basis
to believe that the customer has been informed, in general terms, of
various features of variable annuities, including the following:

(1) The potential surrender period and surrender charge;

(ii) The potential tax penalty if customers sell or redeem defer-
red variable annuities before reaching the age of 59 1/2

(iii) Mortality and expense fees;

(iv) Investment advisory fees;

(v) The potential charges for and features of riders; and

(vi) The insurance and investment components of deferred variable
annuities; and

(vii) Market risk;

(b) The broker-dealer and salesperson must have reasonable basis
to believe the customer would benefit from certain features of defer-
red variable annuities, such as tax-deferred growth, annuitization, or
a death or living benefit; and

(c) The broker-dealer and salesperson must have a reasonable ba-
sis to believe that the particular deferred variable annuity as a
whole, the underlying subaccounts to which funds are allocated at the
time of the purchase or exchange of the deferred variable annuity, and
the riders and similar product enhancements, if any, are suitable
(and, in the case of an exchange, the transaction as a whole also
suitable) for the particular customer based on the information re-
quired by subsection (3) of this section;

(2) In the case of an exchange of a deferred variable annuity,
the exchange also must be consistent with the suitability determina-
tion required by subsection (1) of this section taking into considera-
tion whether:

(a) The customer would incur a surrender charge, be subject to
the commencement of a new surrender period, lose existing benefits
(such as death, 1living, or other contractual benefits), or be subject
to increased fees or charges (such as mortality and expense fees, in-
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vestment advisory fees, or charges for riders and similar product en-
hancements) ;

(b) The customer would benefit from product enhancements and im-
provements; and

(c) The customer has had another deferred variable annuity ex-
changed within the preceding 36 months.

The salesperson making the recommendation must document and sign
the determinations required by this subsection;

(3) Prior to recommending the purchase or exchange of a deferred
variable annuity, the broker-dealer or salesperson must make reasona-
ble efforts to obtain, at a minimum, information concerning the cus-
tomer's age, annual income, financial situation and needs, investment
experience, investment objectives, intended use of the deferred varia-
ble annuity, investment time horizon, existing assets (including in-
vestment and life insurance holdings), liquidity needs, liquid net
worth, risk tolerance, tax status, and such other information used or
considered to be reasonable in making recommendations to customers;

(4) Prior to recommending the purchase or exchange of a deferred
variable annuity to a retail customer, the broker-dealer or salesper-
son must make inquiry regarding other reasonably available securities
and investment strategies offered by the broker-dealer that could ach-
ieve the retail customer's investment objectives;

(5) Promptly after receiving information necessary to prepare a
complete and correct application package for a deferred variable annu-
ity, the salesperson who recommends the deferred variable annuity must
transmit the complete and correct application package to a principal
for review;

(6) The principal must review and approve the transaction. The
principal may approve the transaction only if the principal has deter-
mined that there is a reasonable basis to believe the transaction
would be suitable based on subsections (1) and (2) of this section;

(7) The broker-dealer must have established and maintained writ-
ten supervisory procedures reasonably designed to achieve the stand-
ards set forth in this section. The broker-dealer must (a) implement
surveillance procedures to determine if any of its salesperson have
rates of effecting deferred variable annuity exchanges that raise for
review whether such rates of exchange evidence conduct inconsistent
with this section or federal or state securities laws and (b) have
policies and procedures reasonably designed to implement corrective
measures to address inappropriate exchanges and the conduct of its
salespersons who engage in inappropriate exchanges; and

(8) The broker-dealer must have developed and documented specific
training policies or programs reasonably designed to ensure that
salespersons who effect and principals who review transactions in de-
ferred variable annuities comply with the requirements of this section
and that they understand the material features of deferred variable
annuities.

NEW SECTION

WAC 460-20C-210 Dishonest or unethical practices—Broker-deal-
ers. If you are a broker-dealer registered or required to be regis-
tered under RCW 21.20.040, you must observe high standards of commer-
cial honor and just and equitable principles of trade in conducting
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your business. If you engage in acts and practices contrary to such
standards, this may constitute grounds for denial, suspension, or rev-
ocation of your registration. The phrase "dishonest or unethical prac-
tices" as used in RCW 21.20.110 (1) (g) and as applied to broker-deal-
ers includes, but is not limited to, any of the following:

(1) Engaging in a pattern of unreasonable and unjustifiable de-
lays in the delivery of securities purchased by any of its customers
and/or in the payment upon request of free credit balances reflecting
completed transactions of any of its customers;

(2) Inducing trading in a customer's account which is excessive
in size or frequency in view of the financial resources and character
of the account;

(3) Recommending to a customer the purchase, sale, or exchange
any security without reasonable grounds to believe that such transac-
tion or recommendation is suitable for the customer based upon reason-
able inquiry concerning the customer's investment objectives, finan-
cial situation and needs, age, other investments, tax status, invest-
ment experience, investment time horizon, liquidity needs, risk toler-
ance, and any other relevant information known by the broker-dealer;

(4) Making a recommendation of any security transaction or in-
vestment strategy involving securities (including account recommenda-
tions) to a retail customer if the recommendation does not comply with
the obligations set forth in Regulation Best Interest (17 C.F.R.
240.121-1 as amended effective September 10, 2019);

(5) Executing a transaction on behalf of a customer without au-
thorization to do so;

(6) Exercising any discretionary power in effecting a transaction
for a customer's account without first obtaining written discretionary
authority from the customer, unless the discretionary power relates
solely to the time and/or price for the execution of orders;

(7) Executing any transaction in a margin account without secur-
ing from the customer a properly executed written margin agreement;

(8) Failing to segregate customers' free securities or securities
held in safekeeping;

(9) Hypothecating a customer's securities without having a lien
thereon unless the broker-dealer secures from the customer a properly
executed written consent, except as permitted by rules of the Securi-
ties and Exchange Commission;

(10) Entering into a transaction with or for a customer at a
price not reasonably related to the current market price of the secur-
ity or receiving an unreasonable commission or profit;

(11) Failing to furnish to a customer purchasing securities in an
offering, no later than the date of confirmation of the transaction, a
final or preliminary prospectus, and if the latter, failing to furnish
a final prospectus within a reasonable period after the effective date
of the offering;

(12) Charging unreasonable and inequitable compensation, fees,
concessions, discounts, commissions, or other allowances for services
performed, including miscellaneous services such as collection of mon-
eys due for principal, dividends or interest, exchange or transfer of
securities, appraisals, safekeeping, or custody of securities and oth-
er services related to its securities business;

(13) Offering to buy from or sell to any person any security at a
stated price unless such broker-dealer is prepared to purchase or
sell, as the case may be, at such price and under such conditions as
are stated at the time of such offer to buy or sell;
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(14) Representing that a security is being offered to a customer
"at the market" or a price relevant to the market price unless such
broker-dealer knows or has reasonable grounds to believe that a market
for such security exists other than that made, created, or controlled
by such broker-dealer, or by any person for whom the broker-dealer is
acting or with whom the broker-dealer is associated in such distribu-
tion, or any person controlled by, controlling, or under common con-
trol with such broker-dealer;

(15) Effecting any transaction in, or inducing the purchase or
sale of, any security by means of any manipulative, deceptive, or
fraudulent device, practice, plan, program, design, or contrivance,
which may include, but is not limited to:

(a) Effecting any transaction in a security which involves no
change in the beneficial ownership thereof;

(b) Entering an order or orders for the purchase or sale of any
security with the knowledge that an order or orders of substantially
the same size, at substantially the same price, for the sale of any
such security, has been or will be entered by or for the same or dif-
ferent parties for the purpose of creating a false or misleading ap-
pearance of active trading in the security or a false or misleading
appearance with respect to the market for the security; provided, how-
ever, nothing in this subsection prohibits a broker-dealer from enter-
ing bona fide agency cross transactions for its customer;

(c) Effecting, alone or with one or more other persons, a series
of transactions in any security creating actual or apparent active
trading in such security or raising or depressing the price of such
security, for the purpose of inducing the purchase or sale of such se-
curity by others;

(d) Effecting any transaction in a security or a related finan-
cial instrument when the salesperson causing such transaction to be
executed has material, nonpublic market information concerning an im-
minent block transaction in that security, a related financial instru-
ment, or a security underlying the related financial instrument prior
to the time information concerning the block transaction has been made
publicly available or has otherwise become stale or obsolete. For the
purposes of this subsection, "related financial instrument" means any
option, derivative, security-based swap, or other financial instrument
overlying a security, the value of which is materially related to, or
otherwise acts as a substitute for, such security, as well as any con-
tract that is the functional economic equivalent of a position in such
security;

(e) Effecting any transaction in an equity security on the same
side of the market for the broker-dealer's own account at a price that
would satisfy the customer order, if the broker-dealer has accepted
and holds an order for the same equity security from its customer or
the customer of another broker-dealer without immediately executing
such order, unless the broker-dealer immediately thereafter executes
the customer order up to the size and at the same or better price at
which it traded for its own account; and

(f) Using aggressive, high-pressure, or deceptive marketing tac-
tics to affect the market price of the security;

(16) Guaranteeing a customer against loss in any securities ac-—
count of such customer carried by the broker-dealer or in any securi-
ties transaction effected by the broker-dealer with or for such cus-
tomer;

(17) Publishing or circulating, or causing to be published or
circulated, any notice, circular, advertisement, newspaper article,
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investment service, or communication of any kind which purports to re-
port any transaction as a purchase or sale of any security unless such
broker-dealer believes that such transaction was a bona fide purchase
or sale of such security; or which purports to gquote the bid price or
asked price for any security, unless such broker-dealer believes that
such quotation represents a bona fide bid for, or offer of, such se-
curity;

(18) Using, ratifying, or condoning any communication, advertis-
ing, or sales presentation in such a fashion as to be deceptive or
misleading. An example of such practice is the distribution of any
nonfactual data, material, or presentation based on conjecture, or un-
founded or unrealistic claims or assertions in any customer corre-
spondence, social media, electronic communication, brochure, flyer, or
display by words, pictures, graphs, or otherwise designed to supple-
ment, detract from, supersede, or defeat the purpose or effect of any
prospectus or disclosure; and the distribution of any communications
inconsistent with WAC 460-20C-190;

(19) Failing to disclose that the broker-dealer is controlled by,
controlling, affiliated with, or under common control with the issuer
of any security before entering into any contract with or for a cus-
tomer for the purchase or sale of security, the existence of such con-
trol to such customer, and if such disclosure is not made in writing,
it must be supplemented by the giving or sending of written disclosure
at or before the completion of the transaction;

(20) Failing to make a bona fide public offering of all of the
securities allotted to a broker-dealer for distribution, whether ac-
quired as an underwriter, a selling group member, or from a member
participating in the distribution as an underwriter or selling group
member by, amongst other things:

(a) Transferring securities to a customer, another broker-dealer,
or a fictitious account with the understanding that those securities
will be returned to the broker-dealer or its nominees; or

(b) Parking or withholding securities;

(21) Failing or refusing to furnish a customer, upon reasonable
request, information to which the customer is entitled, or to respond
within 14 calendar days to a formal written request or complaint;

(22) In connection with the solicitation of a sale or purchase of
an OTC non-NASDAQ security, failing to promptly provide the most cur-
rent prospectus or the most recently filed periodic report filed under
Section 13 of the Securities Exchange Act of 1934, when requested to
do so by a customer;

(23) Marking any order ticket or confirmation as unsolicited when
in fact the transaction is solicited;

(24) For any month in which activity has occurred in a customer's
account, but in no event less than every three months, failing to pro-
vide each customer with a statement of account which with respect to
all OTC non-NASDAQ equity securities in the account, contains a value
for each such security based on the closing market bid on a date cer-
tain, provided that this subsection will apply only if the firm has
been a market maker in such security at any time during the month in
which the monthly or quarterly statement is issued;

(25) Failing to comply with any applicable provision of the Con-
duct Rules of FINRA or any applicable fair practice or ethical stand-
ard promulgated by the Securities and Exchange Commission, Commodity
Futures Trading Commission, Municipal Securities Rulemaking Board, New
York Stock Exchange, Chicago Board Options Exchange, Consumer Finan-
cial Protection Board, National Futures Association, state securities
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regulator, state insurance regulator, state or federal banking regula-
tor, or by a self-regulatory organization approved by the Securities
and Exchange Commission;

(26) Any acts or practices enumerated in WAC 460-20C-160 and
460-20C-170;

(27) Using any term or abbreviation thereof in a manner that mis-
leadingly states or implies that a person has special expertise, cer-
tification, or training in financial planning including, but not limi-
ted to, the misleading use of a senior-specific certification or des-
ignation as set forth in WAC 460-25A-020;

(28) Operating a securities business while unable to meet current
liabilities, or violating any statutory provision, rule, or order re-
lating to minimum capital or surety bond;

(29) Extending, arranging for, or participating in arranging for
credit to a customer in violation of any federal law or regulation in-
cluding, but not limited to, 15 U.S.C 78k(d) (as amended effective
September 23, 1994) or 12 C.F.R. 220.7 (as amended effective April 1,
1998);

(30) Failing to refrain from soliciting prospective customers who
have informed the broker-dealer that such person does not want to be
solicited, or conducting business by telephone at unreasonable times;

(31) Failing to disclose to a person purchasing securities on the
premises of a depository institution that such investment is not in-
sured by the Federal Deposit Insurance Corporation or the National
Credit Union Association (as applicable), is not a deposit or other
obligation of the depository institution or guaranteed by the deposi-
tory institution, and is subject to investment risk; or failing to
cause a written disclosure statement to be presented to, and signed by
such person, acknowledging that such person has received such informa-
tion;

(32) Altering or creating any document relevant to or on the
books and records of any broker-dealer, investment adviser, bank,
credit union, insurance company, or commodities futures business with
any entry or deletion which is materially false or misleading;

(33) Failing to comply with a suspension or bar order of the Se-
curities and Exchange Commission, FINRA, any other self-regulatory or-
ganization, or any other securities regulator;

(34) Establishing or maintaining an account containing fictitious
information in order to execute transactions which would otherwise be
prohibited;

(35) Engaging in acts or practices that constitute deceptive mar-
ket-timing in the trading of securities including, but not limited to:

(a) Breaking a trade into smaller trades to avoid detection; or

(b) Using multiple accounts, nominees, agent numbers, or multiple
agents or representatives to avoid breakpoints, internal controls, ex-
ception reports, or other forms of firm or regulatory supervision;

(36) Engaging in acts or practices that constitute deceptive
sales practices in the trading of mutual funds including, but not
limited to:

(a) Recommending mutual funds just under breakpoints;

(b) Recommending a share class that does not align with custom-
ers' needs; or

(c) Recommending a mutual fund switch that does not align with
customers' needs;

(37) Disclosing the identity, investment, or other financial in-
formation of any customer or former customer unless required by law to
do so, or unless consented to by the customer;
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(38) Failing to disclose in any retail communications, corre-
spondence, or other materials used in connection with the promotion or
transaction of securities business in Washington, the name of the
broker-dealer or the name under which the broker-dealer's business is
primarily conducted as disclosed on Form BD. For purposes of this sub-
section, "other materials" include, but are not limited to, business
cards, business stationery, and display signs;

(39) Representing that securities will be listed or that applica-
tion for listing will be made on a securities exchange or the National
Association of Securities Dealers Automated Quotations (NASDAQ) system
or other quotation system without reasonable basis in fact for the
representation;

(40) Engaging in any act, practice, or course of business which
is fraudulent, deceptive, manipulative, or unethical;

(41) Engaging in conduct or any act, indirectly or through or by
any other person, which would be unlawful for such person to do di-
rectly under the provisions of the Securities Act of Washington, chap-
ter 21.20 RCW, or any rule or regulation thereunder;

(42) Making, in the solicitation of customers, any untrue state-
ment of fact, or omitting to state a material fact necessary in order
to make the statement made, in light of the circumstances under which
it was made, not misleading;

(43) Failing to pay and fully satisfy any final judgment or arbi-
tration award resulting from an investment-related, customer-initiated
arbitration or court proceeding, unless alternative payment arrange-
ments are agreed to between the customer and the broker-dealer, in
writing, and the broker-dealer complies with the terms of the alterna-
tive payment arrangement;

(44) Attempting to avoid payment of any final judgment or arbi-
tration award resulting from an investment-related, customer-initiated
arbitration or court proceeding, unless alternative payment arrange-
ments are agreed to between the customer and the broker-dealer, in
writing, and the broker-dealer complies with the terms of the alterna-
tive payment arrangement;

(45) Failing to pay and fully satisfy and fine, civil penalty,
order of restitution, order of disgorgement, or similar monetary pay-
ment obligation imposed upon the broker-dealer by the Securities and
Exchange Commission, the securities or other financial services regu-
lator of any state or province, or any self-regulatory organization;

(46) Accessing a customer's account by using the customer's own
unique identifying information (such as username and password);

(47) Failing to provide training regarding the financial exploi-
tation of vulnerable adults pursuant to RCW 74.34.220 to employees who
are required to be registered as salespersons under RCW 21.20.040 if
such employees have contact with customers and access to account in-
formation on a regular basis and as part of their jobs;

(48) Failing to establish, maintain, and enforce a business con-
tinuity and succession plan that identifies procedures to be followed
in the event of an emergency or significant business disruption, in-
cluding a disruption caused by the loss of principals and other key
persons;

(49) Paying, directly or indirectly, any compensation, fees, con-
cessions, discounts, commissions, or other allowances to any person
that is not registered as a broker-dealer or salesperson under appli-
cable state or federal securities laws but, by reason of receipt of
such payment and the activities related thereto, is required to be so
registered under state or federal securities laws;
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(50) Allowing an individual who is not registered as a salesper-
son in Washington to enter trades on behalf of retail customers of the
broker-dealer who are located in Washington, unless an exemption from
salesperson registration would apply; and

(51) Receiving fees or commissions on customer accounts or hold-
ings if such fees or commissions are made unreasonable because there
is no salesperson of the broker-dealer assigned to the account who
currently provides the specific services for which the fees or commis-
sions are charged, except as permitted under FINRA Rule 2040 (b) .

The conduct set forth above is not inclusive. Engaging in other
conduct such as forgery, embezzlement, nondisclosure, incomplete dis-
closure, or misstatement of material facts, or manipulative or decep-
tive practices will also be grounds for denial, suspension, or revoca-
tion of registration.

NEW SECTION

WAC 460-20C-220 Dishonest or unethical practices—Salespersons.
If you are a salesperson registered or required to be registered under
RCW 21.20.040, you must observe high standards of commercial honor and
just and equitable principles of trade in conducting your business.
The phrase "dishonest or unethical practices" as used in RCW 21.20.110
(1) (g) and as applied to salespersons includes, but is not limited to,
any of the following:

(1) Engaging in the practice of lending to or borrowing money or
securities from a customer, or acting as a custodian for money, secur-
ities, or an executed stock power of a customer;

(2) Effecting securities transactions not recorded on the regular
books or records of the broker-dealer which the salesperson repre-
sents, unless the transactions are authorized in writing by the brok-
er-dealer prior to execution of the transaction;

(3) Establishing or maintaining an account containing fictitious
information in order to execute transactions which would otherwise be
prohibited;

(4) Sharing directly or indirectly in profits or losses in the
account of any customer without the written authorization of the cus-
tomer and the broker-dealer which the salesperson represents;

(5) Dividing or otherwise splitting the salesperson's commis-
sions, profits, or other compensation from the purchase or sale of se-
curities with any person not also registered with the same broker-
dealer, or with a broker-dealer under direct or indirect common con-
trol;

(6) Inducing trading in a customer's account which is excessive
in size or frequency in view of the financial resources and character
of the account;

(7) Recommending to a customer the purchase, sale, or exchange of
any security without reasonable grounds to believe that such transac-
tion or recommendation is suitable for the customer based upon reason-
able inquiry concerning the customer's investment objectives, finan-
cial situation and needs, age, other investments, tax status, invest-
ment experience, investment time horizon, liquidity needs, risk toler-
ance, and any other relevant information known by the broker-dealer;

(8) Recommending the purchase, sale, or exchange of any security
or investment strategy involving a security without reasonable grounds
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to believe that the transaction is suitable based on the performance
of reasonable diligence to understand the nature of the recommended

security or investment strategy and its potential risks and rewards

for investors;

(9) Making a recommendation of any security transaction or in-
vestment strategy involving securities (including account recommenda-
tions) to a retail customer if the recommendation does not comply with
Regulation Best Interest (17 C.F.R. 240.121-1 as amended effective
September 10, 2019);

(10) Executing a transaction on behalf of a customer without au-
thorization to do so;

(11) Exercising any discretionary power in effecting a transac-
tion for a customer's account without first obtaining written discre-
tionary authority from the customer, unless the discretionary power
relates solely to the time and/or price for the execution of orders;

(12) Executing any transaction in a margin account without secur-
ing from the customer a properly executed written margin agreement;

(13) Entering into a transaction with or for a customer at a
price not reasonably related to the current market price of the secur-
ity or receiving an unreasonable commission or profit;

(14) Failing to furnish to a customer purchasing securities in an
offering, no later than the date of confirmation of the transaction, a
final or preliminary prospectus, and if the latter, failing to furnish
a final prospectus within a reasonable period after the effective date
of the offering;

(15) Representing that a security is being offered to a customer
"at the market" or a price relevant to the market price unless such
salesperson knows or has reasonable grounds to believe that a market
for such security exists other than that made, created, or controlled
by the broker-dealer, or by any person for whom the salesperson is
acting or with whom the salesperson is associated in such distribu-
tion, or any person controlled by, controlling, or under common con-
trol with such broker-dealer;

(16) Effecting any transaction in, or inducing the purchase or
sale of, any security by means of any manipulative, deceptive, or
fraudulent device, practice, plan, program, design, or contrivance,
which may include, but is not limited to:

(a) Effecting any transaction in a security which involves no
change in the beneficial ownership thereof;

(b) Entering an order or orders for the purchase or sale of any
security with the knowledge that an order or orders of substantially
the same size, at substantially the same time and substantially the
same price, for the sale of any such security, has been or will be en-
tered by or for the same or different parties for the purpose of cre-
ating a false or misleading appearance of active trading in the secur-
ity or a false or misleading appearance with respect to the market for
the security;

(c) Effecting, alone or with one or more other persons, a series
of transactions in any security creating actual or apparent active
trading in such security or raising or depressing the price of such
security, for the purpose of inducing the purchase or sale of such se-
curity by others;

(d) Effecting any transaction in a security or a related finan-
cial instrument when the salesperson causing such transaction to be
executed has material, nonpublic market information concerning an im-
minent block transaction in that security, a related financial instru-
ment, or a security underlying the related financial instrument prior
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to the time information concerning the block transaction has been made
publicly available or has otherwise become stale or obsolete. For the

purposes of this subsection, "related financial instrument" means any

option, derivative, security-based swap, or other financial instrument
overlying a security, the value of which is materially related to, or

otherwise acts as a substitute for, such security, as well as any con-
tract that is the functional economic equivalent of a position in such
security; and

(e) Effecting any transaction in an equity security on the same
side of the market for the broker-dealer's own account at a price that
would satisfy the customer order, if the broker-dealer has accepted
and holds an order for the same equity security from its customer or
the customer of another broker-dealer without immediately executing
such order, unless the broker-dealer immediately thereafter executes
the customer order up to the size and at the same or better price at
which it traded for its own account;

(17) Using aggressive, high-pressure, or deceptive sales practi-
ces or marketing tactics to affect the market price of the security;

(18) Using aggressive, high-pressure, or deceptive sales practi-
ces or marketing tactics to make unsuitable recommendations;

(19) Guaranteeing a customer against loss in any securities ac-—
count for such customer carried by the broker-dealer or in any securi-
ties transaction effected by the broker-dealer with or for such cus-
tomer;

(20) Publishing or circulating, or causing to be published or
circulated, any notice, circular, advertisement, newspaper article,
investment service, or communication of any kind which purports to re-
port any transaction as a purchase or sale of any security unless such
broker-dealer believes that such transaction was a bona fide purchase
or sale of such security; or which purports to quote the bid price or
asked price for any security, unless such broker-dealer believes that
such quotation presents a bona fide bid for, or offer of, such securi-
ty;

(21) Using, ratifying, or condoning any communication, advertis-
ing, or sales presentation in such a fashion as to be deceptive or
misleading. An example of such practice is the distribution of any
nonfactual data, material, or presentation based on conjecture, or un-
founded or unrealistic claims or assertions in any customer corre-
spondence, social media, electronic communication, brochure, flyer, or
display by words, pictures, graphs, or otherwise designed to supple-
ment, detract from, supersede, or defeat the purpose or effect of any
prospectus or disclosure; or the distribution of any communications
inconsistent with WAC 460-20C-190;

(22) In connection with the solicitation of a sale or purchase of
an OTC non-NASDAQ security, failing to promptly provide the most cur-
rent prospectus or the most recently filed periodic report filed under
Section 13 of the Securities Exchange Act of 1934, when requested to
do so by a customer;

(23) Marking any order ticket or confirmation as unsolicited when
in fact the transaction is solicited;

(24) Failing to comply with any applicable provision of the Con-
duct Rules of FINRA or any applicable fair practice or ethical stand-
ard promulgated by the Securities and Exchange Commission, Commodity
Futures Trading Commission, Municipal Securities Rulemaking Board, New
York Stock Exchange, Chicago Board Options Exchange, Consumer Finan-
cial Protection Board, National Futures Association, state securities
regulator, state insurance regulator, state or federal banking regula-
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tor, or by a self-regulatory organization approved by the Securities
and Exchange Commission;

(25) Any act or practice enumerated in WAC 460-20C-160 or
460-20C-170;

(26) Using any term or abbreviation thereof in a manner that mis-
leadingly states or implies that a person has special expertise, cer-
tification, or training in financial planning including, but not limi-
ted to, the misleading use of a senior-specific certification or des-
ignation as set forth in WAC 460-25A-020;

(27) Contradicting or negating the importance of any information
contained in a prospectus or any other offering materials with the in-
tent to deceive or mislead or using any advertising or sales presenta-
tion in a deceptive or misleading manner;

(28) Extending, arranging for, or participating in arranging for
credit to a customer in violation of any federal law or regulation in-
cluding, but not limited to, 15 U.S.C 78k(d) (as amended effective
September 23, 1994) or 12 C.F.R. 220.7 (as amended effective April 1,
1998);

(29) Altering or creating any document relevant to or on the
books and records of any broker-dealer, investment adviser, bank,
credit union, insurance company, or commodities futures business with
any entry or deletion which is materially false or misleading;

(30) Failing to comply with a suspension or bar order of the Se-
curities and Exchange Commission, FINRA, any other self-regulatory or-
ganization, or any other securities regulator;

(31) Engaging in acts or practices that constitute deceptive mar-
ket-timing in the trading of securities including, but not limited to:

(a) Breaking a trade into smaller trades to avoid detection; or

(b) Using multiple accounts, nominees, agent numbers, or multiple
agents or representatives to avoid breakpoints, internal controls, ex-
ception reports, or other forms of firm or regulatory supervision;

(32) Engaging in acts or practices that constitute deceptive
sales practices in the trading of mutual funds including, but not
limited to:

(a) Recommending mutual funds just under breakpoints;

(b) Recommending a share class that does not align with custom-
ers' needs; or

(c) Recommending a mutual fund switch that does not align with
customers' needs;

(33) Disclosing the identity, investment, or other financial in-
formation of any customer or former customer unless required by law to
do so, or unless consented to by the customer;

(34) Failing to disclose in any retail communications, corre-
spondence, or other materials used in connection with the promotion or
transaction of securities business in Washington the name of the
salesperson's associated broker-dealer or the name under which the
broker-dealer's business is primarily conducted as disclosed on Form
BD. For purposes of this subsection, "other materials" include, but
are not limited to, business cards, business stationery, and display
signs;

(35) Representing that securities will be listed or that applica-
tion for listing will be made on a securities exchange or the National
Association of Securities Dealers Automated Quotations (NASDAQ) system
or other quotation system without reasonable basis in fact for the
representation;

(36) Engaging in any act, practice, or course of business which
is fraudulent, deceptive, manipulative, or unethical;
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(37) Engaging in conduct or any act, indirectly or through or by
any other person, which would be unlawful for such person to do di-
rectly under the provisions of the Securities Act of Washington, chap-
ter 21.20 RCW, or any rule or regulation thereunder;

(38) Making, in the solicitation of customers, any untrue state-
ment of fact, or omitting to state a material fact necessary in order
to make the statement made, in light of the circumstances under which
it was made, not misleading;

(39) Failing to pay and fully satisfy any final judgment or arbi-
tration award resulting from an investment-related, customer-initiated
arbitration or court proceeding, unless alternative payment arrange-
ments are agreed to between the customer and salesperson, in writing,
and the salesperson complies with the terms of the alternative payment
arrangement;

(40) Attempting to avoid payment of any final judgment or arbi-
tration award resulting from an investment-related, customer-initiated
arbitration or court proceeding, unless alternative payment arrange-
ments are agreed to between the customer and the salesperson, in writ-
ing, and the salesperson complies with the terms of the alternative
payment arrangement;

(41) Failing to pay and fully satisfy and fine, civil penalty,
order of restitution, order of disgorgement, or similar monetary pay-
ment obligation imposed upon the broker-dealer or salesperson by the
Securities and Exchange Commission, the securities or other financial
services regulator of any state or province, or any self-regulatory
organization; and

(42) Accessing a customer's account by using the customer's own
unique identifying information (such as username and password) .

The conduct set forth above is not inclusive. Engaging in other
conduct such as forgery, embezzlement, nondisclosure, incomplete dis-
closure, or misstatement of material facts, or manipulative or decep-
tive practices will also be grounds for denial, suspension, or revoca-
tion of registration.

OTS-4965.1

REPEALER

The following chapter of the Washington Administrative Code 1is
repealed:

WAC 460-20B-010 Application.

WAC 460-20B-020 Definitions.

WAC 460-20B-030 Registration procedure.

WAC 460-20B-035 Canadian broker-dealers and
salespersons.

WAC 460-20B-040 Examination requirements.

WAC 460-20B-050 Expiration of broker-dealer license,
renewal procedure, and delinquency
fees.

WAC 460-20B-060 Notice of changes by broker-dealers.
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OTS-4966.

REPEALER

The

repealed:

WAC
WAC
WAC

WAC

WAC
WAC
WAC

WAC

OTS-4967.

REPEALER

The

repealed:

WAC
WAC

WAC
WAC

WAC

WAC
WAC

Certified on 6/3/2024

Washington State Register

following chapter of the Washington Administrative Code is

460-21B-008
460-21B-010
460-21B-020

460-21B-030

460-21B-040
460-21B-050
460-21B-060

460-21B-070

Fraudulent practices of broker-dealers.
Churning.

Transmission or maintenance of payments
received in connection with
underwritings.

Minimum net capital requirement for
broker-dealers.

Net capital defined.
Books and records of broker-dealers.

Dishonest or unethical business
practices—Broker-dealers.

Supervision of securities salespersons.

following chapter of the Washington Administrative Code is

460-22B-010
460-22B-020

460-22B-030
460-22B-040

460-22B-050

460-22B-060
460-22B-090

Application.

Cross-reference to other sections
relating to securities salespersons.

Registration procedure.

Salesperson registration and
examination.

Expiration of salesperson license,
renewal procedure, and delinquency
fees.

Duty to update application.

Dishonest and unethical business
practices—Salespersons.

WSR 24-11-013
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