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Securities Commissioner
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Austin, Texas 78711-3167

RE:  SIFMA Comments on Proposed Changes to Chapter 115, Securities Dealers and Agents and
Chapter 116, Investment Advisers and Investment Adviser Representatives

Dear Travis:

The Securities Industry and Financial Markets Association (SIFMA)' is a national trade association
representing over 350 large, medium, and small broker-dealers, investment banks and asset
managers, many of whom have a strong presence in Texas. In fact, almost 653,000 people in the
state work in the finance and insurance industries, almost 84,000 of them work at securities firms,
and 208 broker-dealer main offices call Texas home.

SIFMA appreciates the opportunity to comment on the Texas State Securities Board’s latest
rulemaking proposal, dated November 8, 2024. Specifically, we write to express our strong support
for those provisions which would: (1) incorporate Regulation Best Interest (Reg BI) by reference;
(2) exempt Residential Supervisory Locations (RSLs) from the definition of branch office;

(3) recognize and incorporate the Financial Industry Regulatory Authority’s (FINRA’s) Remote
Inspections Pilot Program (RIPP); and (4) recognize both FINRA’s and the North American
Securities Administrators Association’s (NASAA’s) exam validity extension programs.

1. Incorporating Reg BI by Reference

First, as you well know, Reg BI” was adopted by the U.S. Securities and Exchange Commission
(SEC) in 2019 after more than a decade of careful study and analysis. The SEC’s final product

1 SIFMA is the leading trade association for broker-dealers, investment banks and asset managers operating in the U.S.
and global capital markets. On behalf of our industry's one million employees, we advocate on legislation, regulation and
business policy affecting retail and institutional investors, equity and fixed income markets and related products and
services. We serve as an industry coordinating body to promote fair and orderly markets, informed regulatory
compliance, and efficient market operations and resiliency. We also provide a forum for industry policy and professional
development. SIFMA, with offices in New York and Washington, D.C,, is the U.S. regional member of the Global
Financial Markets Association (GFMA). For more information, visit http://www.sifma.org.

2 See SIFMA, State-By-State: Capital Markets in the U.S. (https://states.sifma.org/#state /tx).
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created a new, nationwide, heightened standard of conduct for broker-dealers (BDs) and their
representatives and updated and enhanced requirements for investment advisers (IAs).

Under Reg BI, a BD making a personalized recommendation to a retail customer in a brokerage
account must act in the client’s best interest without placing its financial or other interests ahead of
the client’s interest. BDs and their representatives must, among other things: (1) disclose all material
facts about the scope and terms of the relationship and all material facts relating to conflicts of
interest; (2) exercise diligence, care and skill, including understanding the risks, rewards and costs
associated with a recommendation; (3) disclose, mitigate or eliminate conflicts of interest associated
with the recommendation; and (4) establish robust policies and procedures to achieve compliance
with Reg Bl in its entirety.

Section 115.24 is a new rule which would incorporate Reg BI by reference. This ensures retail
customers in Texas get the protection and benefits of this heightened standard while also giving the
Securities Division additional authority to address situations where a BD or its representative falls
short of this standard. We particularly appreciate that the language incorporates an existing national
standard that is working well. With many BDs and their representatives doing business in multiple
states, a single uniform standard provides consistency, makes compliance efforts more efficient, and
ensures client choice.

We thank you for updating your rules in this manner, and we encourage other states to follow your
example.

1I. Incorporating and Recognizing FINRA’s Residential Supervisory Location Rule

Second, FINRA adopted an RSL Rule late last year which became effective in June.* Under the
Rule, securities professionals engaged in supervisory functions can have their private residence
designated as a non-branch location provided certain eligibility requirements and other criteria are
satisfied. Firms are then required to inspect these private residences on a periodic basis.

Section 115.1(a)(2)(A)(viii) recognizes and incorporates the new FINRA Rule, thereby exempting
RSLs from the State’s definition of branch office. SIFMA strongly supports both the FINRA Rule
and the proposed state regulation. Both rules - with their consistent language - will enable securities
professionals engaged in supervisory functions to work from home under certain circumstances,
giving them the flexibility that the people they supervise have long enjoyed. This flexibility will help
BDs to maintain qualified talent in essential positions without sacrificing compliance, security, or
investor protection.

We commend the Division for recognizing the value of the FINRA Rule and quickly seeking to
incorporate it into Texas’ own regulations.

I11. Incorporating and Recognizing FINRA’s Remote Inspections Pilot Program

Thitd, during COVID, FINRA Rule 3110.17° permitted firms to satisfy internal inspection
obligations remotely, without on-site visits. FINRA has since established a three-year pilot program

4 See FINRA Rule 3110.19, Residential Supervisory Location, 3110. Supervision | FINRA.org.

® See FINRA Rule 3110.17, Temporary Relief to Allow Remote Inspections for Calendar Years 2020, 2021, 2022,2023,
and Through the Earlier of the Effective Date of the Remote Inspections Pilot Program, if Approved, or June 30, 2024,
3110. Supervision | FINRA.org.
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under Rule 3110.18.° Under this program, participating securities firms can, under certain
circumstances, conduct remote inspections of eligible branch locations on a risk basis while
providing regulators with reportable data. This data will be used to help assess the success of
remote inspections in a structured manner and to hopefully update supervisory rules on a permanent
basis.

Section 115.10 of the Texas proposed rule recognizes the FINRA pilot program, thereby enabling
Texas firms to participate in the program without fear of violating state supervisory requirements.
The industry is facing an exponential increase in locations subject to inspection resulting from a
dispersed workforce. Recognizing the FINRA pilot program will help industry retain its workforce
and help demonstrate that technology can be used to perform required inspections of certain lower-
risk locations remotely.

IV. Recognizing Exam Waivers Under Certain Circumstances

Finally, becoming a registered securities professional requires a significant commitment of time,
energy, and resources. Qualification exams are central to this commitment and are an important
means of demonstrating competency in the particular securities area or areas where people work.
Life events, career changes, business reorganizations and economic downturns, however, may
require a securities professional to be absent from registered functions for a period of time.

SIFMA supports the proposed language in 115.3(c)(5) and 116.3(c)(3) which permits eligible
individuals to obtain partial waivers from examination or re-examination requirements for up to five
years if they participate in FINRA or NASAA continuing education programs and meet other
requirements. This language will keep qualified individuals informed and eligible to return to
performing registered functions as life, career and the economy permits.

Thank you for your thoughtful development of these proposed rules and your continued
commitment to making Texas both business friendly and investor focused. We appreciate the
ongoing dialogue on these and other initiatives.

Please do not hesitate to contact me at 202-962-7411 or kchamberlain(@sifma.ore with any
comments or questions.

Sincerely,

D Chambuilaon

Kim Chamberlain
Managing Director & Associate General Counsel
SIFMA
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