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 Regulation Best Interest (Reg BI)

 Form Relationship Summary (Form CRS)

 Leveraged ETFs



Regulation Best Interest (Reg BI)
Form Relationship Summary (Form CRS)

 Reg BI and Form CRS approved by the SEC on June 5th, 2019.

 Implemented on June 30th, 2020.

Reg BI
A new standard of conduct for a broker-dealer when making recommendations to clients

Form CRS
A disclosure document that provides clients with specified information about the B/D or RIA.



Reg BI - The heart of the rule

“When making a recommendation of a securities transaction 
or an investment strategy involving securities, a broker-dealer 
must act in the retail investors best interest and cannot place 
its own interests ahead of the customer’s interests”

A fiduciary-like standard for broker-dealers



Reg BI – Making Recommendations

 Brokers are required to keep notes on recommendations

 Brokers are not required to create records to evidence best interest 
recommendations on a recommendation-by-recommendation basis.  However, 
they should be able to explain in "broad terms" the process by which they 
determine what recommendations are in a customer's best interest and be 
able to explain how that process was applied for any particular 
recommendation.



Reg BI Pop Quiz

A client asks your opinion of tech stocks.  You tell your client that 
although you think many are overpriced, you still believe there is 
room for growth long-term.

Would this be considered a recommendation under Reg BI? 

Yes or No?

The answer is “No”.  

You have not made a specific recommendation, but simply provided general 
information about tech stocks.



Reg BI – Care Obligation

 The B/D must exercise reasonable diligence to do the following:

 Understand the potential risks, rewards, and costs associated with a 
recommendation

 Believe that a recommendation is in the best interest of the client based on the 
customer's investment profile (investment objective, risk tolerance, time horizon, 
financial situation)

 Believe that a recommendation would not place the interest of the B/D ahead of 
the client

 Does not require a B/D to consider every security available in the marketplace or 
only recommend the lowest cost security/strategy.  But cost should be considered.  
Sometimes a costlier recommendation could be in the best interest of the client.

 The care obligation is almost the same as FINRA’s suitability rule



Reg BI - continued

 Conflict of Interest Obligation:

 Identify or eliminate all conflicts of interest, such as sales contests, incentives for 
a rep to put the interest of the rep ahead of the investor

 Disclosure Obligation:

 The B/D must provide to the customer disclosure of:

 Scope of services, fees, material limitations, all material facts relating to any 
potential conflicts of interest, and the capacity in which we are acting

 Compliance Obligation:

 Policies and procedures designed to promote compliance with Reg BI



Form Relationship Summary (Form CRS) 

 Assist retail investors in their selection of a rep or firm.

 Summary of a B/D or RIA of the services, fees/costs, conflicts of interest, 
legal standard of conduct, and disciplinary history

 4 page document for those that are dually registered as a B/D and RIA (that’s 
us!)



Content of Form CRS

 State the name of the B/D and/or RIA and whether it is registered with the 
SEC

 Indicate that the fees differ for brokerage services in contrast to advisory 
service

 State that tools are available to research firms and professionals at the SEC's 
investor education website.



Form CRS – Description of Services

Does the firm offer brokerage services or investment advisory services or both?

4 aspects of a firm's services:

1. Whether or not the firm has any requirements for retail investors to open or 
maintain an account or establish a relationship, such as a minimum account size or 
investment amount. (Insight does not have any min requirements)

2. Whether or not they make available or offer advice only with respect to 
proprietary products, or a limited menu of products or types of investments. 
(Insight does not)

3. Discretionary investment advisers are required to describe their services and 
any material limitations on the discretionary authority.

4. Whether or not they monitor the investors' investments, including the 
frequency and any material limitations of that monitoring

 Regular review of accounts is not considered monitoring.  The client must sign a 
disclosure agreement for it to be considered account monitoring



Form CRS - Disclosure of fees

 Must summarize the fees and costs an investor may incur including principal 
fees, custodian fees, account maintenance fees, and fees related to mutual 
funds

 Must explain that "you will pay fees and costs whether you make or lose 
money on your investments.”



Form CRS – Investment Advisor 
Interpretation

 Clarifies that RIAs and their clients can determine the scope of their advisory 
relationship, and that the fiduciary duty owed by the advisers "follows the 
contours of the relationship between the adviser and its client".

 Adviser's obligation may differ between institutional vs retail investors

Fiduciary Duty of Care:

 the duty to provide advice in the best interest of clients

 the duty to seek best execution

 the duty to provide advice and monitoring over the course of the advisory 
relationship



Leveraged and Inverse ETFs

 ETFs are designed to track the daily movements of a corresponding index

 Leveraged ETFs seek to amplify those returns by using a combination of 
derivatives

 Inverse ETFs seek to deliver the opposite of the performance of the index or 
benchmark they track, and do so by selling securities 

 Both leveraged and inverse ETFs are designed to attain their intended goals 
on a daily basis, and their long-term performance may vary greatly from their 
stated investment objectives

 Leveraged ETFs are not meant to be held for longer than 1 day



The Showdown: S&P500 vs SSO (2xS&P)
Jan 1st 2018 – Dec 31st 2018



Volatility on SPY vs SSO Theoretical

0 1 2 3 4 5 6 7 8

 SPY 100.00 95.00 99.75 94.76 99.50 94.53 99.25 94.29 99.00

 SSO 100.00 90.00 99.00 89.10 98.01 88.21 97.03 87.33 96.06

100.00 

95.00 

99.75 

94.76 

99.50 

94.53 

99.25 

94.29 

99.00 
100.00 

90.00 

99.00 

89.10 

98.01 

88.21 

97.03 

87.33 

96.06 

 80.00

 82.00

 84.00

 86.00

 88.00

 90.00

 92.00

 94.00

 96.00

 98.00

 100.00

 102.00

SPY vs SSO

 SPY  SSO

Day 2

Day 1 Day 3

Day 4

Day 5

Day 6

Day 7

Day 8



Volatility Simulated from Historical Market Movement

Date
S&P SPXL (3x)

Price Change % Price Change %

1/2/09 100.00 3.01% 100.00 9.90%

1/5/09 103.01 -0.12% 109.90 0.00%

1/6/09 102.89 0.67% 109.90 2.40%

1/7/09 103.58 -3.00% 112.54 -8.50%

1/8/09 100.47 0.41% 102.97 0.96%

1/9/09 100.88 -2.14% 103.96 -6.35%

6/26/09 101.98 -0.26% 93.38 -0.71%

6/29/09 101.72 0.94% 92.72 2.85%

6/30/09 102.67 95.36


