Using
Amplitied ETFs
Proiitably



Bull, Bear and Flat Periods
fior Nasdagl00 (QQ00)

Stock Graph Resize

Period Frequency Graph Type Symbols:
[z vcors — ~Woaiy <[l stondard oraph - /lo0ao 83 [cec arapn

Zoom ¢ Undo Zoom ¢ Print ¢ Drawing ¢+ Layout Bar ¢ Markers

stock Graph For - NASDAQ LO0TRST (QQQQ) (Daily) Add To WatchList
@ Price
S3.00
&2.00
&1.00
S0.00
<49.00
42.00
47.00
46 .00
45,00
4400
43.00

Mr‘vﬂ‘w\.n/i

A

12/10/2007 1902008 U008 372008 4702008 S/572008 BARO08  T1/2008  FU30/2008  B/IVR008  9/25/2008 1002372008 11/2002008 1241902008 142172009 21902009 31902009 41772008 5015/2008  B/15/2008  FA42008 81172008 97902008 10VFUZ009 11442008




DUring past year,

Qs Gained, bhut Amplified Os Lost

direction start date QQQQ QLD
down 9/18/2008 41.57 61.01
flat 11/20/2008 25.56 20.63
down 2/6/2009 31.37 29.49

up 3/9/2009 25.74 19.60
trading range 6/3/2009 36.33 38.18
up 7/8/2009 34.71 34.68
still up 10/29/2009 42.09 50.39

1 Xup 1%
2X down 17%



Compoeunding Errors
Cumulate to Distorted Results

Alternately up-then-down Consistently up or down

% change % change % change %% change % change % change Y% change % change
30% 1000 -6.0% 3.0% 6.0% 1000  -30% 12000  -6.0% 1000  30% 1000
3.0% 940  6.0% -3.0% -6.0% 970 -3.0% 90  -6.0% 1030  30% 1060
-3.0% 96  -6.0% 3.0% 6.0% 941 -30% 884  -6.0% 1061 30% 1124
3.0% 937 6.0% -3.0% -6.0% 913 -3.0% 831 -6.0% 1093  30% 1191
-3.0% 93 -6.0% 3.0% 6.0% 885  -3.0% 781 -6.0% 1126 30% 1262

30% 983 6.0% -3.0% -6.0% 89 -30% 734 -6.0% 1159  30% 1338

30% 989 -6.0% 3.0% 6.0% 833 -30% 690  -6.0% 1194 30% 1419

30% 930  6.0% -3.0% -6.0% 808 -30% 648  -6.0% 1230 30% 1504

30% 986  -6.0% 3.0% 6.0% 784 -30% 610  -6.0% 1267 30% 1594

30% 927  60% -3.0% -6.0% 760 -30% 573 -6.0% 1305 30% 1689
-1.3% -24.0% -42.1% 30.5% 68.9%

2.19 178 2.26

$100 x 1.5 = $150 ........ $150 x .5 = $75
Down moves multiply a larger number than similar % up moves

Up moves compound more favorably than down moves,
regardless of whether ETF is inverse or not

Getting the direction right (or cutting mistakes quickly)
IS even more important with amplified ETFs



Timed Amplified ETES
Dramatically: Outperiornm: Buy&iHeld

Long and Short
Buy & Hold Timed Gain

QRRR QLD QQQQ QLD

% change % change

start date QQRQQ QLD QQQQ QLD $100 $100  $100 $100
9/18/2008 41.57 61.01 -38.5% -66.2% 61 34 139 166
11/20/2008 25.56 20.63 22.7% 42.9% 75 48 170 238
2/6/2009 31.37 29.49 -17.9% -33.5% 62 32 201 317
3/9/2009 25.74 19.60 41.1% 94.8% 87 63 283 618
6/3/2009 36.33 38.18 -4.5% -9.2% 83 57 296 675
7/8/2009 34.71 34.68 21.3% 45.3% 101 83 358 980

10/29/2009 42.09 50.39

Buy&Hold amplified lost 17%
“Perfectly” timed unamplified Qs up 258%
“Perfectly” timed amplified Qs up 880%

Lesson Learned: Unwise to Buy & Hold Amplified ETFs for long periods



Inverse ETFs track badly

during even

mildly bullish markets

% change % change

direction start date QID QLD QID QLD
down 9/18/2008 50.60 61.01 94.9% -66.2%
up 11/20/2008 98.60 20.63 -49.9% 42.9%
down 2/6/2009 49.36 29.49 43.5% -33.5%
up 3/9/2009 70.81 19.60 -54.1% 94.8%
trading range 6/3/2009 32.47 38.18 7.6% -9.2%
up 7/8/2009 34.93 34.68 -34.3% 45.3%
still up 10/29/2009  22.96 50.39
Down 55% 17% down

Lesson Learned: Even worse to Buy & Hold Amplified Inverse ETFs for long periods



Inverse Amplified ETE
Usefiulf Only: Withr Shoert-term) Timing

Timed, Timed,

Long & Short Switched
QID QLD QID QLD  QLD/QID
direction start date $100 $100 $100 $100 $100
down 9/18/2008 195 34 195 166 166

up 11/20/2008 98 48 292 238 249
down 2/6/2009 140 32 419 317 333
up 3/9/2009 64 63 646 618 513
trading range 6/3/2009 69 57 695 675 560
up 7/8/2009 45 83 033 980« 752
still up 10/29/2009

Timing QID shortens length of holding periods,
eliminating much of the compounding errors in buy&hold

But in IRAs, QID is likely to be better than sitting in cash during bear periods



Without timing to minimize compounding errors,

Margin i1s more profitable than
using Amplified ETF

compound gain  Long&Short timed gain compound gain Long&Short timed gain
QQQQ QLD QQQQ QLD QQQQR QLD QQQQ QLD
% change % change MARGINED
QQQQ QLD $100 $100 $100  $100 $200 $200 $200 $200
-38.5%  -66.2% 61 34 139 166 123 68 277 332

22.71% 42.9% 75 48 170 238 151 97 340 475
-17.9%  -33.5% 62 32 201 317 124 64 401 634
41.1% 94.8% 87 63 283 618 175 125 566 1236
-4.5% -9.2% 83 57 296 675 167 114 501 1349
21.3% 45.3% 10 83 358 980 103 65 617 1860

After deducting $100 margin borrowing



IR SUmmary.

Unwise to Buy & Hold Amplified ETFs for long periods
Worse is holding Amplified Inverse ETFs for long periods
Timing ETFs substantially improves gains
medrAmpliied ENEaEauV e utREHorns BUYEIH GIC NEIIE
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