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INTRODUCTION
 At Shemitah Investment Advisors LLC (SIA), we believe that God is speaking -- to those with 
eyes to see and ears to hear – through the Shemitah economic cycle.   According to our interpretation 
of this sign from Heaven, God is not only warning His people of a coming collapse in the fall of 2015 
so that they can protect their (or actually His) wealth; God is also inviting His people to profit from the 
collapse for the advancement of the Kingdom through the coming shaking because scriptures says: 

 The wealth of the wicked is stored up for the righteous (Proverbs 13:22) and you will be
 made rich in every way so that you can be generous in all occasions (2 Cor. 9:11)

 At SIA, we believe in the power of the tongue; most of all, we believe in the power of the 
spoken Word of God.  So this is our confession: “the wealth of the wicked has been stored up for our 
clients; our clients will be made rich in every way so that they can be generous in all occasions.”   That is 
what we are about: preserving and acquiring wealth for God’s Kingdom on earth.

THE SHEMITAH CYCLE

 What is the Shemitah?  The Shemitah is a law given by Moses in the Torah-- the seventh year 
Sabbath rest for the land (Exocus 23:10-11; Leviticus 25:1-7).  The land was to be fruitful for six years, 
and on the seventh year the land was to rest.   The final day of the Shemitah year was the “day of 
remittance” or “day of release” when all debts were cancelled.   Any debts that had been accumulated 
by Israelites for the prior seven years were to be wiped out on that specific day (Deuteronomy 15:1-6; 
31:10-13).  That is the essence of the Shemitah.

 Apparently this Shemitah law was very important to God.  The amount of time that the Israelites 
spent in captivity in Babylon was 70 years, precisely because they did not obey the Shemitah for 490 
years, or 70 Shemitah years that were not honored (2 Chronicles 36:20-21).

 Interestingly, the Shemitah still affects economics to this day, even in America; our economic 
cycles have revolved around the Shemitah, more or less, for one hundred years.  (If you haven’t read 
Jonathan Cahn’s book The Mystery of the Shemitah, I highly recommend you do so.  He does a great 
job of detailing how this cycle has appeared over the last century.)

 While the connection of our economic cycles and the Shemitah can be traced all the way back 
to the Great Depression and beyond, the connection has become more and more precise in recent 
decades.  Very precisely, this Shemitah cycle can be traced back to 1966.  
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 Not only are these economic and financial events clearly in seven year increments; they all 
correspond directly to the Biblical Shemitah years.  That should get your attention.  

 But if that isn’t enough to convince you that God is speaking, the trend has gotten incredibly 
precise, as if God wanted to put a big flashing red sign on it for us, so even us feeble-minded humans 



can see it if we have eyes to see.  The last two Shemitah cycles wasn’t just the year, it came down to the 
very final day of the Shemitah, Elul 29 in the Hebrew calendar, the “Day of Remittance” when all debts 
are cancelled.  This is a very important day that is only one day every seven years. 

 What are the chances of this Shemitah cycle being a mere coincidence?    A simple calculation: 
1/1,000 (2001 record) x 1/1,000 (2008 record) x 1/1,000 (777 number) = one in a billion.  And then 
combine that with the rest of the cycle that clearly goes back to 1966 (and less clearly all the way back 
to 1903), and the odds are greater than one in a trillion.  This is not a coincidence; it is not something 
man could have created; it is a sign from Heaven.  God is speaking; the only question is: what exactly is 
God saying?
  
 At SIA, we believe that this is a sign from Heaven for those with eyes to see and ears to hear.  
And it is scriptural.   First of all, God always warns his remnant when judgment is coming; that can be 
seen throughout scripture.  If an economic judgment is coming, our loving God would warn his people.  
How would he warn his people?  God does nothing without first revealing it to his prophets (Amos 3:7).  
God has certainly told his prophets, as there are hundreds of prophecies about the coming collapse 
(and we will leave it at that).   God would also send a sign from heaven, only distinguishable “for those 
with eyes to see and ears to hear.”  Jesus said, “to you it has been given to know the mysteries of the 
Kingdom of God, but to the rest it is given in parables, that: though seeing they will not see; though 
hearing, they will not understand” (Luke 8:10).   This Shemitah cycle is available for all to see, but the 
understanding is only given to His people.

 So if God were to warn his people of a coming economic collapse, scripture implies He would 
do it in the following ways:

 1.) Tell His prophets. 
 2.)  Give mankind a “parable” for all to see, but only for His people to understand the mystery. 
 3.)  Give us the inner witness of the Holy Spirit.

 The question still remains: what exactly is God saying through this Shemitah sign?  Scripture 
says that “we know in part and prophesy in part” (1 Cor. 13:9).  So in order to get a full revelation of 
what God is saying, we have to combine the prophecy part with the part that we know.   And we know 
that God has put in place the universal law of “you reap what you sow.”   America has sown seeds of 
collapse in our economic system, our financial system, and our currency.

 At SIA, we combine the Shemitah sign from heaven (the prophecy part) with economic and 
financial analysis from a natural perspective (the knowing part) to come to an interpretation of what God 
is saying.  The following chart simplifies our 50+ page explanation on the inevitability of an economic, 
financial, and currency collapse that you can read at Shemitah-Collapse.com.   It is not a matter of if we 
reap what we’ve sown; it is only a matter of when.  

The day congress failed to pass the bail-out 
bill the first time.  There was another new 
record for the biggest point drop in the 

history of the Dow.  That drop was 777 points.  

The day the stock market reopened after 
9/11.  There was a new record for the biggest 

point drop in the history of the Dow.

Day of Remittance - September 29th, 2008Day of Remittance -September 17th, 2001
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 Our interpretation is that God is telling His people that this inevitable reaping of an economic, 
financial, and currency collapse will begin at the end of this Shemitah year in the fall of 2015.  It will 
involve a stock market crash, bond market crash, banking collapse, and eventually (likely in 2016) a US 
Dollar crash.

 Thank the Lord for telling us when this reaping will occur!  It not only allows His people 
to prepare and protect their wealth from the coming collapse, it also opens up a truly incredible 
investment opportunity to profit from the crash and acquire the wealth of the wicked that has been 
stored up for the righteous.   You will be made rich in every way so that you can be generous on all 
occasions. 



WEALTH PRESERVATION
 For those who believe that God is warning His people – those with eyes to see and ears to hear 
– of a significant economic and financial collapse at the end of this Shemitah year in 2015, the first step 
is wealth preservation.  It is extremely high-risk to be holding traditional investments as we approach 
the end of this seven year Shemitah cycle.  We recommend the following investment allocations, specific 
to the August-October timeframe of 2015:

 -0% Stocks 
 -0% Bonds 
 -0% “Cash” in the American banking system
 -0% Annuities 
 -0% Whole life insurance products
 -0% Pension Funds (If a lump-sum payout is available)

 All of these assets have an extreme level of risk in the event of a significant Shemitah collapse.  
Even if you believe that there is a small chance of a collapse in the fall of 2015 timeframe, it would be 
prudent to move your assets away from these “investments” at least for a short period of time.  
Tangible assets are recommended for preparing for the potential extremity of the coming collapse; 
these include: food and water storage, practical items, barterable items, a small amount of physical cash 
held at home, and real money (precious metals).  Rural real estate is also a good investment if possible, 
but may become cheaper for a time during and shortly after the collapse.

 So where should you put the bulk your wealth?  There are many investment opportunities for 
the coming collapse, explained in detail in the following pages, but in terms of strictly wealth protection 
(very little investment risk) there is one very good option: holding foreign currency in an Interactive 
Brokers account.

 Holding money in an American bank is high-risk during the end of this Shemitah year, due to the 
potential of a banking collapse, bank holiday, and bail-ins.  Much of the bank deposits have been loaned 
out long-term and is subject to a bank run under extreme circumstances.

 Holding money in a brokerage account is much different, however.   The money held in 
brokerage accounts is loaned out similar to deposits in banks, but the loans are in the form of very 
liquid, short-term debt securities.  In terms of Interactive Brokers (IB) in particular, the securities 
purchased are very conservative as they don’t even put funds in money markets due to the risks 
involved.  IB also has a very high credit rating and no derivatives exposure, and they have a huge capital 
buffer over seven (7) times the amount of capital required by regulatory requirements.  In the event 
of a banking collapse, it is more likely that money will be running to Interactive Brokers as opposed to 
running away from it (money has to go somewhere).

 In particular, it is advised to hold cash in currencies other than the US Dollar, at least beginning 
in August or September.  (It is very easy to hold foreign currencies in an Interactive Brokers account).  
There will probably be a “rush to safety” in the US Dollar for a short time in the midst of the collapse, 
but ultimately there will likely be a US Dollar crash shortly thereafter.  One good choice of currencies is 
the Hong Kong Dollar, which is “pegged” to the US Dollar.  Hong Kong has not allowed their dollar to 
appreciate versus the US Dollar, and in the event of a “rush to safety” that the Hong Kong Dollar would 
depreciate much if at all versus the US Dollar, because they are having a tough time keeping it pegged 
on the appreciation side as it is.   On the other hand, in the event of the US Dollar collapse, Hong 
Kong will be forced to de-peg their currency (similar to what happened with the Swiss Franc peg to the 
Euro in January of 2015), and the result will be significant appreciation of the Hong Kong Dollar.  This 
appreciation wouldn’t be considered profit per se, but more a protection of the purchasing power of 
your wealth.
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 In conclusion, wealth protection is first about removing your wealth from assets that are subject 
to massive devaluation in the event of significant Shemitah crash.  Tangible assets are a good place to 
start.  And for those with a significant nest-egg who want to minimize “investment risk,” holding foreign 
currencies in an Interactive Brokers account is the best way to go.

 For those who are willing to take on investment risk and go further than simple wealth 
protection, the following Investment Strategy is worth exploring.
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INVESTMENT STRATEGY OVERVIEW
 
 This Shemitah investment strategy should be considered unorthodox and is subject to greater 
amounts of risk than a conventional investment strategy.   We are attempting to “time the market,” 
which is notoriously difficult to succeed in (apart from God).  If the timing prediction is incorrect, the 
result will be significant losses, particularly for those who choose a more aggressive approach.

 Our market timing prediction revolves around the seven year Shemitah cycle of the modern 
Jewish calendar, and more specifically the Day of Remittance on September 13th, 2015.  The prediction 
is as follows: a stock market downturn will likely begin in August and result in a stock market crash in 
September and October.  Following the stock market crash, there will be a rapid, significant rise in gold 
and silver prices.  Given this prediction, there will be two phases of the investment strategy:

 Phase One:  We will “short” the stock market beginning in the summer of 2015.  If
          profitable, these short positions will be liquidated likely sometime in October.

 Phase Two:  Immediately following the sale of the short positions, we will enter into a
          gold and silver mining position.  These positions will be held for a relatively
          short period of time to avoid the “regulatory risk” of gold confiscation.

 While this investment strategy may sound confusing and intricate to some, it is actually quite 
simple and straightforward.  We have a prediction, and we are investing according to that prediction.   
Similar to more traditional investment strategies, our investments will be based on each client’s 
individual investment objectives, financial situation, and risk tolerance.  

PHASE ONE: OVERVIEW & TIMING

 For Phase One, we will essentially be betting on a stock market decline or stock market crash; this 
is referred to as “shorting” the market.  These short positions will consist of the following: inverse ETFs, 
traditional shorts, late-dated in-the-money put options, and short-dated out-of-the-money put options 
(these are all explained in detail in later pages). There is a wide spectrum of risk in these short positions; 
the spectrum is nearly unlimited in terms of traditional short leverage and the expiration date and strike 
price of put options.  Here is a simplified chart of potential investments based on risk tolerance:  
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*All of these investment opportunities will be explained in detail in later pages

The only truly complex portion of this investment strategy is in regard to when to buy and sell the 
positions, which has not been determined at this time (and won’t be determined until the time comes).  
The most likely scenario will be cost-average purchases throughout the month of July.  There are many 
events that could move the purchase date up to as early as May or June, or move it back to as late as 
early September.   One of the main determining factors, apart from general market movements, will be 
Federal Reserve policy.  If the Fed embarks on QE4 sometime in the spring of 2015, that would almost 



certainly move the purchase date back to August or even early September.   If there is turmoil in world 
markets in the spring and the Fed indicates that they are not considering QE4, the purchases may be 
moved up to June or even May.

 In regard to the extremely high-risk, short-dated, far out-of-the-money put options, the timing 
of the purchase will have a lot to do with the VIX (implied volatility index).   The values of these types 
of put options vary greatly in relation to the VIX.   Lower volatility means cheaper options prices, 
and higher upside potential.  We should expect to see higher volatility as the Shemitah approaches, 
so options will likely become more expensive.   If a situation emerges in which the VIX is low (12-15 
range) in June, a significant portion of the high-risk put options may very well be purchased earlier than 
expected.

 When will these short positions be sold?  First of all, that depends on if the market crash 
prediction is correct or not. If the stock market is not declining as expected (and there is no strong 
indication of an imminent crash) by mid-September, all the short positions will be liquidated and the 
funds will likely be returned to clients with significant losses incurred.

 If the stock market crash is happening in line with the prediction, the timing of liquidation gets 
more complex.  The general plan is to liquidate in mid-October, but that is certainly not set in stone.  
The final decision will depend on many factors, including how steep the stock market crash is, how mild 
or extreme the “systemic risks” look, and what the prices of gold and silver are doing.   If the stock 
market crash ever reaches 50% on the S&P 500 that will likely be considered a stop-point and all short 
positions will be sold, but they could easily be sold prior that point.   We will be keeping a very close 
eye on the systemic risks (to be discussed in detail in a later section) and liquidation will occur if those 
risks become elevated, even if the stock market crash has not reached the fullness of the prediction.  
Also, options positions will not be held to expiration, and will likely be sold before the major expiration 
day (third Friday of the month) of the given month of the fullness of the crash in order to minimize the 
systemic risk of an options clearinghouse default.  The prices of gold and silver will also play an intricate 
role in the liquidation timing, because Phase Two may look more or less profitable than holding on to 
the shorts for a further period of time.

PHASE TWO: OVERVIEW & TIMING

 Phase Two involves buying gold and silver mining positions in the form of ETFs, individual 
mining stocks, and mining stocks and/or warrants in companies with financial problems at prevailing 
metals prices.  All of these investments should be considered relatively risky in terms of the underlying 
metals prices, because mining stocks are “leveraged” to metals price.  So if gold goes down by 10%, a 
conservative gold mining ETF may be down 20%, individual mining stocks may be down 20%-50%, and 
high-risk stocks may be down 50%-100%.   These risks will greatly depend on where gold is versus the 
cost to mine gold.   If gold is at $1,000 at the time of purchase then the risks will be higher across the 
board, but if gold is at $1,500 the risk levels will be lower.  Here is a simplified chart of the risk levels 
assuming gold is close to its current price of around $1,250 at the time of purchase: 

• ETFs (GDX, GDXJ, 
and SIL)

• Individual mining 
stocks in companies 
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sheets 

• Stock in companies 
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prices
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 As you can see, there is no such thing as low-risk mining stocks at $1,250 gold.  It is important 
to understand the risk level of all these positions in relation to the gold price at the time of purchase, 
particularly the gold price versus the cost of gold production.   Each mining company has a different 
cost of production, but the average is about $1,100.   For example, let’s say a company has a slightly 
lower cost of production of $1,050, and gold is trading at $1,100; any movement in gold will greatly 
magnify profits and losses.   A roughly 10% drop to $1,000 would involve that company going from a 
profit to a loss, and the move down in the stock price would be much more than 10%, perhaps down 
50% or more.   If gold goes up roughly 10% to $1,200 then the company’s profits will triple, and the 
stock will be up much more than 10%, perhaps it would be up 100%.   The bottom line is: if gold is at 
$1,250 or lower, the risks will be much higher, but the upside potential will also be greatly magnified.

 The risk situation will be much different if gold is at $1,500 at the time of purchase.   To continue 
on with the previous example, the company would be making around $450 per ounce in profit at $1,500 
gold and $1,050 production costs.  If gold goes down 10%, the company profits would go down about 
33%, and the stock would be down somewhere in the neighborhood of 33%.  If gold goes up 10%, the 
company’s profits would go 33% and the stock would be up somewhere around 33%.

 The price of gold and silver at the time of purchase will greatly affect the risk allocation (to be 
discussed in detail later on). 
  
 The timing of purchase for the gold and silver mining positions is simple: we will buy right 
after we sell the Phase One short positions.   The timing of the sale is much more in question, and will 
depend on three main factors: gold and silver prices, mining stock P/E valuations, and the perceived 
level of regulatory risk of gold being made illegal or being confiscated by governments.   If gold ever 
gets to $2,500 an ounce that will likely be the stop point in which positions are liquidated.   If the P/E 
valuations get to the point of a bubble (50+ P/E) even if gold hasn’t reached $2,500, it will likely be time 
to sell most positions.  Also, we will be keeping a very close eye on the level of fiscal crisis for the US 
Government and other governments around the world where gold and silver mining takes place, as well 
as the emergence of a new world monetary system; these factors will affect the risk of gold prohibition 
and/or gold mine nationalization.

 There may be a situation in which a large portion of the position is sold and moved in to lower 
risk silver mining companies in low-risk countries (silver has a much lower regulatory risk for a number 
of reasons).   This will depend on many factors, but mainly the political, fiscal, and banking situation 
where a mining company and/or their mines are located.   In general, this will be a move away from gold 
mining and towards silver mining; specifically it would be a move towards silver mining companies in 
lower-risk countries.

 Specifically, all positions in US gold mining operations will be sold assuming the predictions of 
an extreme US fiscal crisis comes to pass.   Also, countries like Brazil and Mexico may start looking more 
and more risky.  Canada, South Africa, and Australia may start looking more and more secure compared 
to other countries.   And if China moves to open investments to foreigners following the collapse, their 
gold and silver mining stocks would become very enticing.   So even if Gold hits $2,500 (and a similar 
rise in silver), the positions will not necessarily be liquidated, they may just be moved from higher risk to 
lower risk mining companies and countries.
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SYSTEMIC & REGULATORY RISKS OVERVIEW
 In this section, we will be taking a close look at systemic risks mainly for phase one, and 
regulatory risks mainly for phase two.   A “systemic risk” is a risk to the system in which a profitable 
investment will become unprofitable due to the severity of the collapse; every potential investment has 
some sort of counter-party default risk that could adversely affect the value of your investments.   A 
“regulatory risk” is a risk that a decision made by a government or governments has an adverse effect 
on the value of investments; this is particularly important in terms of government laws involving gold 
and mining.

 These risks are much different than the “investment risks,” which is the risk of loss if the stock 
market goes up or doesn’t crash as predicted (phase one) or if gold and silver prices and/or mining 
stocks go down in value (phase two).  

SYSTEMIC RISKS - PHASE ONE

 The Shemitah collapse may be extreme and catastrophic, which would greatly increase the 
systemic risks to your investments.  The three main systemic risks are as follows: 

 1.)  Brokerage insolvency/fraud risk
 2.)  Inverse ETF derivatives collapse risk 
 3.)  Options clearinghouse default risk

BROKERAGE INSOLVENCY RISK

 In the event of a catastrophic Shemitah collapse, there will likely be a number of brokerages 
that become insolvent.   A brokerage works like a bank in some ways, in which customer funds are 
loaned out by purchasing short-term debt.  If that short-term debt is not repaid, the result could be 
insolvency, in which case your investments will be at risk.  Another clear cause of potential insolvency 
are margin accounts; there is a possibility that the crash will be so swift that stocks and currencies 
purchased on margin will not be able to be liquidated to cover the margin debt.  A combination of 
these factors could result in a brokerage default, which would put at least a portion of your portfolio at 
risk (perhaps only 10% or 20% losses).

 There is also the risk of fraud, like what happened with MF Global in 2012, in which customer 
accounts that are supposed to be segregated are not segregated.  Also, there is a cyber-attack risk that 
could totally destroy the brokerage system.  In both these cases, the losses could be 100%.

 There is, however, automatic insurance for brokerage accounts.  The SIPC (similar to the FDIC) is 
a government sponsored insurance program that guarantees accounts up to $500,000.  But there could 
very well be a situation in which the SIPC is bankrupted, so that shouldn’t be relied on entirely.

 Interactive Brokers (IB) is by far the best brokerage in terms of protecting clients’ money in the 
event of a catastrophic collapse.   IB accounts should be considered as safe as possible for a number of 
reasons:

 1.) IB has a very high credit rating and does not own any derivatives.
 2.) IB is extremely conservative when purchasing debt-securities with client funds; they buy 
      mainly short-term US Treasury bills and quite remarkably avoid money-markets due to the 
      risk involved.
 3.) IB takes pride in protecting client accounts and appears to be fully aware of all risks.



 4.)  Most importantly, IB has a huge capital buffer to make insolvency incredibly unlikely even in 
	 						the	most	catastrophic	scenario;	according	to	a	recent	filing,	regulatory	requirements	
       mandated that they hold about $350 million in capital, but they had over $2 billion; IB can 
       sustain massive losses on their debt-securities and margin accounts and still remain solvent.    
  
 The other option is Scottrade, which also has a decent balance sheet with no derivatives, 
but is not quite as safe as IB; there may be something along the lines of a 1% chance of a Scottrade 
insolvency, but only a 0.1% chance of an IB insolvency.  Scottrade should only be used by clients with 
less than $110,000 in an account (IB requirement for a margin account), which opens up the option for 
traditional shorts in a margin account.

INVERSE ETF DERIVATIVES COLLAPSE RISK

 One possible investment is inverse ETFs, which carry significant counter-party risks.  These 
inverse ETFs hold derivatives contracts with major banks, and the likelihood of a derivatives crisis is 
quite high in the event of a Shemitah collapse, which will put profits at risk.   If one of these banks 
goes under (like Lehman Brothers in 2008) and is not bailed out, those derivative swaps then become 
worthless.

 The ETF to be purchased will be the Proshares Short S&P 500 with the symbol SH.  The good 
news is they have a diversified holding of derivative swaps with various banks:  30% with UBS, 17% 
Bank of America, 15% Goldman Sachs, 13% Citibank, and a few others with less percentages.  If only 
one bank goes under, the losses will not be 100%, but basically just the percentage of swaps with that 
particular bank.

 There are a couple of things that will lower this risk.  First of all, there will be lots of red flags 
flying before the ETFs value takes a hit.  If there is ever a strong indication of a major derivatives 
collapse coming, the ETFs can be easily liquidated beforehand.  Also, even if one of these banks 
becomes insolvent, the results will not be immediately known; the swap value will not immediately go to 
zero, because there would still be the presumption of a possible government bailout.  Moreover, most 
ETF investors will not have a significant understanding of the holdings in derivatives swaps and how a 
major bank failure would affect the value of the ETF.   A lot of amateur investors will be pouring money 
into inverse ETFs when the collapse happens, which would give us ample time to liquidate the positions. 
 
 For example, let’s say that news hits that Citigroup is insolvent and in need of a rescue.  The ETF 
won’t immediately go down 13% (the percentage of swaps held with Citibank).

 In fact, it probably won’t be down below the Net Asset Value (NAV) much if at all, and the NAV 
won’t immediately change due to the insolvency.

 The major red flag to watch is if the ETF starts trading significantly below its NAV.  That is an 
indication that investors are beginning to worry about the value of the swaps, and it will be time to 
liquidate.

 This ETF risk is likely considerably higher than the following options clearinghouse default risk, 
so we only recommend inverse ETFs in a very specific situation for IRA investors, to be explained in 
detail in a later section.

OPTIONS CLEARINGHOUSE DEFAULT RISK

 When holding options, investors must understand that there is another investor on the other 
side of the bet, who may or may not be able to pay out.  Historically, options are as good as gold, 
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because there are a number of entities that guarantee the payment.  First, the brokerage of the other 
investor guarantees the payment, and is responsible for ensuring that options traders have sufficient 
liquidity to pay out on losing bets; if an individual account becomes insolvent, the broker is responsible 
for covering the losses.   Second, there is an options clearinghouse that clears the payments, and acts as 
the guarantor in the event of a brokerage defaults.  The options clearinghouse is responsible for making 
sure each brokerage has enough collateral to cover losses, and in the event of a single brokerage 
default, the clearinghouse will be on the hook for the payment and without significant problems.

 As you can see, there are multiple layers that guarantee options payments.   If an individual 
investor becomes insolvent, the brokerage covers the losses.  If only one brokerage becomes insolvent, 
then there won’t be a problem because the options clearinghouse will cover the payments.  If there is 
an event in which a large number of brokerages become insolvent, there is a chance that the options 
clearinghouse would become insolvent as well, which would jeopardize the entire options system.

 Moreover, the clearinghouses that clear options also clear derivatives.   In the event of a 
significant derivatives collapse, the risk of an options clearinghouse default will increase drastically.   
The good news is that most derivatives don’t have a specific expiration and don’t have to be cleared 
all at once.   And there will still be two layers to the process.  First, the derivatives crisis would have to 
bankrupt the counter-party broker; and second, it would have to bankrupt most other brokerages to 
eventually bankrupt the options clearinghouse.

 While this risk is certainly a possibility, it will likely take weeks or months to transpire before 
it reaches a default stage.  There will be plenty of time to recognize the red flags and liquidate the 
options before a default takes place.

 Another way to mitigate this risk is that we won’t hold the options to expiration.  If a default 
takes place, it will happen on an expiration day, and it would very likely be the third Friday of the month 
because that is when a majority of options need to be cleared.   So if the market is already down 40% or 
50% and there is a derivatives crisis brewing as we approach the major options expiration in October, all 
the options will be liquidated beforehand.

THE LOWEST SYSTEMIC RISK INVESTMENTS: TRADITIONAL SHORTS

 We highly recommend traditional shorts for the conservative portion of the risk allocation.  
Simply put, in the event of a financial collapse it is much better to owe somebody else money as 
opposed to rely on somebody else to pay you money.   In the case of a traditional short, the investor 
has borrowed a stock that needs to be returned.  Nobody owes the short seller anything.  That is the 
situation you want to be in when a financial collapse occurs.

 The only systemic risk involved in traditional shorts is a brokerage default, and accounts 
at Interactive Brokers have very low brokerage default risk.  So the most conservative approach is 
traditional shorts through Interactive Brokers, but that requires $110,000 minimum balance.  In terms of 
“investment risk,” the lowest would be traditional shorts on a 1 to 1 leverage basis.

 The second best option in terms of limiting systemic risk is traditional shorts through Scottrade.   
The only difference is a slightly higher chance of a brokerage default, but it is still very low in terms of 
systemic risk.  This will only be recommended for clients with less than $110,000.  (Scottrade’s minimum 
for a margin account is only $2,000 which is lower than the Shemitah Investment Advisors (SIA) $5,000 
minimum).

 Another problem is that margin accounts are not permitted in IRAs.  This is another reason that 
we recommend liquidating IRAs (to be explained later on) and investing in a personal account.  It opens 
up the possibility to engage in the most conservative trades: traditional shorts.  
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   CONCLUSION

 There are many systemic risks involved in Shemitah investing, and there is no way to completely 
avoid all of these risks.  Traditional shorts through Interactive Brokers, however, nearly eliminate all of 
these risks (in our opinion).  

 We will have safeguards in place, wherein we will be keeping a close eye on all potential red-
flags that would indicate increased systemic risks.   Please pray for wisdom and revelation for us to avoid 
all of these risks involved in Shemitah investing.



INVERSE ETF 
 Inverse ETFs are only recommended under a very specific circumstance, in which a client has a 
majority of their assets stuck in an IRA (and does not heed our advice to cash it out before embarking 
on Shemitah investing), and wants to stay very conservative with those investments.  Traditional shorts 
are not possible in an IRA because margin accounts are not permitted.  If an IRA client is okay with 
taking on slightly more “investment risk,” we will recommend late-dated put options that act like a 2x 
inverse ETF because we believe the systemic risk is less for options than for inverse ETFs.

 If a client has both an IRA and a personal account, we recommend using the personal margin 
account for the more conservative portion of the portfolio, and the IRA account for the more risky 
portion.

 An ETF is an Exchange-Traded Fund.  Traditionally ETFs are like mutual funds, in which all of the 
stocks of an index are purchased and held in trust, and shares of the trust are then sold like stock.  It has 
created a great way for investors to buy a diversified portfolio with lower expense ratios than traditional 
mutual funds.

 More recently inverse ETFs were created to inversely track indexes like the S&P 500.  Proshares 
Short S&P 500 (Symbol: SH) is the ETF that will be purchased.  For each 1% the S&P 500 goes down, 
this ETF goes up 1%, and vice versa.  These ETF trusts hold derivatives swaps with major banks like JP 
Morgan and Goldman Sachs; the value of these swaps move exactly as described above, and thus the 
value of the trust moves up and down equally.

 The following simple table shows expected gains and losses on a $10,000 original investment.  
The variable on the top row is movement in the S&P 500 in percentage terms.

 As you can see, this is a very straight forward way to invest and profit from a decline in the 
market.  And it has very low investment risk (though considerable systemic risks exist) because as the 
saying goes: “the stock market goes up the stairs and down the elevator.”   Even a 10% rise in the S&P 
500 over a two month holding period is extremely low probability, somewhere in the range of a 2% 
chance.  A 5% rise is more likely, but still probably less than 20% probability.  (The concept of standard 
deviation is explained in the next section on Traditional Short Sales to give a better understanding of 
the probabilities of rises in the market in the short two month time frame). 

 In the event that an IRA account invests in inverse ETFs in an attempt to stay conservative, there 
will be a much shorter holding period for the investment due to the systemic risks involved.  The only 
way to stay truly conservative is to sell the inverse ETFs at the first sign of trouble in the derivatives 
market.   That means these ETFs will likely be sold when the S&P is down only 20%-25% instead of 
holding all the way down for a 50% crash.

-30%S&P 500

ETF value $13,000 $12,000 $11,000 $10,000 $9,000 $8,000 $7,000

-20% -10% 0% 10% 20% 30%

*This table does not include transaction costs or ETF expenses, which are quite negligible over a two month holding period.  
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TRADITIONAL SHORTS
 The investment strategy that has the least systemic risk is traditional short selling.  The 
investment risk will vary depending on the amount of leverage employed, which will be explained in 
detail below.   The traditional short strategy will mainly short the SPY (S&P 500 ETF), though some 
shorts may be on other index ETFs or individual stocks.  

 A short sale works like this:  you borrow a certain number of shares (from a brokerage) of the 
SPY and immediately sell them on the market; if the value of the SPY goes down, you can buy them 
back for cheaper, return the shares, and make a profit.   If the SPY goes up, you have to pay more to 
buy them back, resulting in investing losses.   In the meantime, while the shares are borrowed, the 
money has to stay in the account to cover the liability of stock owed.  

 For example if you have $10,000 of free cash in your margin account and want to employ 
maximum leverage, you would be able to borrow up to $20,000 worth of SPY and sell it on the market.   
Your account would now have $30,000 in cash (which is locked up and cannot be used for other 
purchases at that time), and a $20,000 liability in the form of SPY at the prevailing market price.   So 
your net account value at the beginning of this trade is still the same: $10,000.

 While the initial margin requirement to enter in to a short position is 50% ($10,000(cash)/ 
$20,000(value of borrowed shares), there is also what is referred to as a margin maintenance 
requirement.  By law, that requirement cannot be higher than 25%, though the percentage varies from 
brokerage to brokerage and it is subject to change at any time.

 The following table shows the risks, returns, and margin amount given a range of scenarios.  The 
top row is the variable: the movement in the S&P 500.   It starts off at 0% S&P movement, with $20,000 
stock liability (the value of the shares owed back on the short) and the account value.   The next number 
is the margin %, which is the number that brokerages use to release money for trading, or eventually 
make a “margin call” to post more collateral.
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-10%S&P 500

Stock
Liability
Account

Value

Margin %

$ Released 

$18,000

$12,000

67%

$3,000

$19,000

$11,000

58%

$1,500

$20,000

$10,000

50%

$0

$21,000

$9,000

43%

$22,000

$8,000

36%

$23,000

$7,000

30%

$24,000

$6,000

25%

-5% 0% 5% 10% 15% 20%

*These charts exclude interest expense, which is very low or even negligible over a two-month holding period.

 You can see that the gain and loss in the account value is leveraged 2 to 1 to the movement of 
the S&P 500; a 5% gain in the S&P equals a 10% loss in the account value, and vica versa.

 It is very important to understand the risk involved in a potential margin call.  If the margin 
requirement is 25%, and the S&P is up 20%, all the positions would be liquidated and the resulting loss 
would be 40% (account value from $10k to $6k).   But starting at about 30% margin maintenance, or a 
15% rise in the S&P, you would start getting margin calls; that is the brokerage informing you that more 



money needs to be moved to the account, or liquidated from other securities holdings in the account, in 
order to have the cash requirement to continue holding the short position.

 The risks of a margin call are very low when holding SPY shorts, or a well-diversified portfolio 
of shorts.   A 15% move up is an enormous move for the S&P 500 in a short two month holding period.  
Those types of gains primarily happen over a year’s time (in really good years at that), not in a matter 
of two months.   Even a 5% gain in that time period is in line with the many calculations of the standard 
deviation of the S&P 500, which would imply that there is only about a 16% chance that there would 
be a gain bigger.  A 10% gain would be close to two standard deviations, which means the chances of 
that are more like 2%.  And 15% is more like three standard deviations, which mean the chances are 
0.1%.   *(These standard deviation numbers are not exact and very much simplified, but it gives a good 
estimate of the probabilities).  For SPY shorts at 2 to 1 leverage, the chances of ever receiving a margin 
call over a two month holding period is far less than 1%, but it is an important concept to understand in 
case it does happen.

 Finally, the bottom number is the amount of money released to be traded with.  You don’t have 
to close out the short position to gain access to that money; it is simply released periodically when the 
short sale is profitable.

 To understand the potential upside in a 50% decline in the S&P 500, more charts are necessary.  
If none of the released money is reinvested, the calculation is very simple; the return would be 100% 
or double the money.  If the released money is reinvested in new short sales on the way down, it gets a 
little bit more confusing (and more profitable if the market continues to crash).

 The following charts will assume that all funds released will be reinvested in new short positions 
for every 10% decline.
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-10% New PositionS&P 500

Stock
Liability
Account

Value

Margin %

$ Released

$24,000$18,000

$12,000

$3,000 $0

67% 50%

$12,000

 In this table, the $3,000 that was released was added to a new short position of an extra $6,000 
in new shorts, at the 50% margin requirement for new positions.   The account value does not change at 
first, but it will grow more with further declines than it otherwise would without reinvesting the released 
funds.   The next table is after another 10% decline.
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-10%

-10%

New Position

New Position

S&P 500

S&P 500

Stock
Liability

Stock
Liability

Account
Value

Account
Value

Margin %

Margin %

$ Released

$ Released

$28,800

$34,560

$21,600

$25,920

$14,400

$17,280

$3,600

$4,320

$0

$0

67%

67%

50%

50%

$14,400

$17,280

 Now after a total of a 20% decline (or another 10% decline from the previous table), instead of 
being up only 40%, with reinvested funds the account is up 44%.  It will be further magnified from there.  

 Now after another 10% decline, or a total of a 30% decline, the account is up 72.8%.

 Continuing down this road, the final account value after a 50% decline is $24,883, or a gain of 
almost 150%.   Now this is a simplified formula in which released funds are only reinvested after each 
10% decline.  The funds will be released more often and may be reinvested more often, which would 
result in a slightly greater increase than even this estimate.

 Reinvesting released funds into more shorts magnifies the gains, but also increases the risks.  If 
the market is down for a period and then goes back up, it will wipe out previous gains faster.  It also 
increases the risks of margin call because the margin is constantly moving back down to 50%, and 
opens up the door to a sharp rise at any time over the investing period, not just from the beginning.

LOWER RISK SHORTS 

 For a lower risk version of traditional shorts, the leverage will be less and therefore the margin 
percentage will be higher.  It can be any percentage you want above 50%, but for this example I will use 
a 1 to 1 leverage or 100% margin maintenance; that would be shorts only equal to the original free cash 
or account value, or a $10,000 account value will only have $10,000 in stock liability.  



-30%

-30%

S&P 500

S&P 500

Stock
Liability

Stock
Liability

Account
Value

Account
Value

Margin %

Margin %

$7,000

$10,500

$13,000

$14,500

186%

138%

$8,000

$12,000

$12,000

$13,000

150%

108%

$9,000

$13,500

$11,000

$11,500

122%

85%

$10,000

$15,000

$10,000

$10,000

100%

67%

$11,000

$16,500

$9,000

$8,500

82%

52%

$12,000

$18,000

$8,000

$7,000

67%

39%

$13,000

$19,500

$7,000

$5,500

54%

28%

-20%

-20%

-10%

-10%

0%

0%

10%

10%

20%

20%

30%

30%

 The important thing to notice about this example is the margin percent on the bottom versus 
huge decline percentages on the top.  Even in the event of a truly incredible 30% rise in the S&P 
500 over a short two month period (which would be considered statistically impossible almost), the 
margin percentage is still higher than the initial requirement of 50%, and extremely far away from the 
30% margin percentage at which a margin call will be placed.  I can safely say that it would be nearly 
impossible to see a margin call situation in which only S&P 500 shorts are placed at a 100% margin to 
start with a two-month holding period.  The risks are much lower in this example, but the return is also 
lower.  A 50% decline would only result in a 50% gain.  

 Another possibility would be to start with $15,000 in shorts, a leverage of 1.5 or a 67% margin.   
In this case, the returns would be slightly magnified, in which a 50% drop would result in a 75% gain.  
The risks of a margin call would also be lower.

 In this example, a margin call would still be nearly impossible.  The calls would come at about a 
25% rise in the S&P 500, which would be about five standard deviations, or a tiny fraction of a percent 
chance of happening.  
 For those who are more risk averse, but still want to leverage the upside potential a little bit, I 
think traditional shorts with leverage of 1.5 would be a good starting point.
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PUT OPTIONS EXPLAINED
 This will be confusing at first for those without options experience, but it is really quite simple 
after you have it figured out.

 An option is the opportunity, without obligation, to buy (call option) or sell (put option) an 
underlying stock at a specific price (strike-price) at a future date (expiration date).   There are a few 
basics you need to understand:

 1.) An option is essentially a wager.  If you buy an option, you are betting on the movement of 
      the underlying security.   
 2.) Timing is crucial when buying options because there is always an expiration date.  You have 
	 					to	get	the	price	movement	and	the	timing	right	for	an	option	purchase	to	be	profitable.
 3.) Options are liquid.  You do not have to hold the option to expiration, but you can sell it at 
      any time on the market (as long as it has enough potential value so that somebody wants to 
      buy it).  Options on the SPY are particularly liquid: there are lots of buyers and sellers.  
 4.) Options holdings are subject to time-decay value loss.  When holding an option (particularly 
	 					short-dated	and	out-of-the-money)	the	value	will	go	down	if	the	market	is	flat	as	time	
	 					progresses,	because	there	is	less	time	for	the	option	to	become	profitable.		
 5.) Options values are highly volatile, not just based on market movements and time decay, but 
      also based on implied volatility (VIX).  
 6.) Options are sold in “contracts” of 100 options each (you can’t just buy one option.)  So if the 
      price for an option is $1.00, you would have to pay $100 for each option contract.  

PUT OPTION EXAMPLE

 These examples are based on current options prices as of the time of this writing (January 28th, 2015).

 An SPY (S&P 500 ETF) put option is an option to sell the SPY at a specific price (strike-price) at 
a future date (expiration).   The idea is that if the SPY goes below the strike price at the expiration, you 
can buy the SPY for cheaper than you can sell it for.   If for example, you are holding a put option with 
a strike-price of $205, and the SPY is trading for $200 at expiration, the profit is $5; you can buy it for 
$200 and sell it for $205.  If on the other hand, the SPY is trading for $206 at expiration, the $205 put 
option would be completely worthless.

 Options are highly versatile because you can essentially choose any strike price you want and 
any expiration date that you want, which allows for a wide range of risk levels.  The lower the strike 
price (for put options) the higher the risk; the sooner the expiration date the higher the risk.  For 
starters, I will use an example similar to the EXTREMELY high-risk strategy.

 First we will choose the expiration of April 17th, 2015, which is about two and a half months 
away at the time of this writing, similar to buying October expirations in late July.

 Now we have to choose a strike-price.  The SPY is currently trading at about $202.   Any strike 
price below $202 would be considered “out-of-the-money” (because the SPY would have to drop for 
the option to be profitable), and any strike price above $202 would be “in-the-money” (because it 
would be profitable at the current market price at expiration.

 For this example I am looking for options with a strike price about 20% out-of-the-money.  Since 
the SPY is at $202, a strike-price of $160 would be 21% out-of-the-money.   Currently they are trading 
at a $0.51 “bid” and $0.53 “ask” spread (if you are buying you would pay $0.53, if you are selling you 
would receive $0.51).   Now this price is fairly high because the VIX is currently at about 18.   If the 
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VIX were lower, at say 12, then these options would cost more like $0.35, which is why the VIX is so 
important to watch when deciding on the timing of the put option purchases.

 To continue on with this example, let’s look at a chart.   To make it simple, we will assume that 
the options are held to expiration.  The top row is the value of the SPY at expiration on April 17th.   The 
next row is what the payout on the option would be, and then the percentage return. This chart is based 
on an option price of $0.53.

$202SPY
(at expiration) 

Value of
the Option

Return

$0

-100%

$0

-100%

$0

-100%

$1

89%

$10

1,787%

$58

10,843%

$180 $160 $159 $150 $102 

 Notice the high-risk nature of this bet.  Even if the S&P crashes by a whopping 21%, but doesn’t 
go below $160, there would be a 100% loss.  But the returns are also enormous, in the event of a 50% 
crash in the S&P 500 between now and April, the return would be 108 times the money!

 And keep in mind, these numbers are not speculation.  These numbers are fact.  If somebody 
were to buy this option today (January 28th, 2015), and hold it to expiration, and the SPY crashes to 
$102 on April 17th (and there is no options clearinghouse default), then the return would be $58 ($160 
strike-price minus $102 market value) on a 53 cent investment.

UNDERSTANDING TIME DECAY

 If you buy an option like this, time-decay is incredibly important to understand.   For every day 
that goes by, if the SPY is not moving down, the value of the option will go down.  This is intuitive, 
because there is less and less time for a stock market crash to occur, so the chances of it happening are 
lower and lower.

 To understand time decay, we will look at the same option with different expirations.   Right 
now a $160 SPY put option that expires in on April 17th trades for $0.53, while a $160 SPY put option 
that expires on March 20th could only be sold for $0.25.   That is a very close estimate of the price 
movement if you were to hold the April 17th put option for 4 weeks while the SPY (and VIX) remains the 
same.

 (On a side note, this is the next day January 29, and the SPY is down over 1% and is trading at 
199.81.  The same $160 SPY put is now selling for $0.79, or up about 50%.   That gives you an idea of 
the volatility of these types of options.)

 This table shows a good estimate of time-decay for this option (now trading for $0.79) if held 
for a period of time, and if the SPY (and VIX) is trading at the same price.
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Holding
Period 

Dollar
Amount

Decline
Percent

Original

4 Weeks

8 Weeks

$0.79

$0.37

$0.06 

0%

-53%

-92%

 If you were to purchase this option today, and hold it for 8 weeks and the S&P 500 is flat, then 
the option would go down in value by 92%.  (The values give are the “bid” prices, meaning that is what 
somebody is willing to pay for it.) 

 In order for this option to just keep its value, the SPY would have to be dropping fast in order to 
keep up with the time decay.  This next chart will show the necessary decline in order for the option to 
keep its value.

Holding
Period SPY Decline

Percent
4 Weeks

8 Weeks

188

174

-6%

-13%

 If you were to hold this option for 4 weeks, the SPY would have to be down about 6% just for 
the option to keep its value and overcome the time-day.  For an 8 week holding period, the SPY decline 
would have to 13%.

 Now we will look at a chart with an extra variable: the movement of the SPY over the given 
holding period. This chart is based on an original option price of $0.79.

-20%S&P 500 

4 weeks
% Gain/Loss

8 weeks
% Gain/Loss

$5.95 
653%

$3.95 
400%

$1.38 
75%

$0.39 
-51%

$0.72 
-9%

$0.15 
-81%

$0.37 
-53%

$0.06 
-92%

$0.21 
-73%

$0.03 
-96%

$0.12 
-85%

$0.01 
-99%

-10% -5% 0% 5% 10% 
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 Starting with the SPY at 0% (no gain and loss), those numbers are the same as the chart above.  
But now we are factoring in movements in the market.  If you hold the option for 4 weeks and the SPY 
is up 5% the loss would be 73%; even if the SPY is down 5%, the option would be down -9% due to the 
time decay.  These numbers are magnified for an 8 week holding period due to larger time decay.

 Now that you understand the basics of options, you can move on to read about specific options 
for Shemitah investing.
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LATE-DATED PUT OPTIONS 
 
 The late-dated put option strategy involves buying put options on the S&P 500 sometime in 
the summer of 2015 with expiration in January of 2017.   Because the options won’t expire for about 18 
months from the time of purchase, the time decay risk much smaller, so they have a much lower degree 
of risk than shorter-dated options.

 The degree of risk also varies greatly depending on the strike price chosen.  The 50% in-the-
money option would be considered medium/low-risk, as it acts a lot like a 2x inverse ETF.   The 25% 
in-the-money option would be like a 3x inverse ETF and should be considered medium-risk.  The closer 
you get to the money, the higher the risk will be.  The out-of-the-money options should be considered 
very high-risk (though not EXTREMELY high-risk.)

 The following table is a rough estimate, based on current options prices with similar expiration 
periods.  This should not be considered guaranteed returns, and the returns may vary.   It is simply to 
give you an understanding of how these options work, and what the varying risks and rewards might 
look like.

 The top line is potential changes in the S&P 500 over a two month time frame.  The increase 
numbers (right side) and corresponding losses assume a two month holding, beginning in July of 2015 
and ending in September 2015 when the options would be liquidated and the losses realized.  The 
decrease numbers (left side) are over a potential 3 month holding period, beginning in July of 2015 and 
ending in October 2015 when the options would be liquidated and profits realized.

 The left side of the table has to do with the strike price, in percentage terms of in-the-money or 
out-of-the-money when the options are purchased.  All of these are the same expiration date (January 
2017) and presumed purchase date (July 2015).

 The table itself shows the potential losses and gains based on the above two factors.

-50%S&P 500

25% Out
of money 
10% Out
of Money 

10% In
the Money

25% In
the Money 

50% In
the Money 

At the
money 

900%

600%

400%

300%

150%

100%

200%

200%

140%

100%

75%

50%

25%

40%

45%

30%

30%

20%

-20%

-15%

-10%

-7.5%

-4%

-1%

-35%

-30%

-22%

-18%

-11%

-1%

-50%

-40%

-32%

-29%

-22%

-11%

-65%

-50%

-45%

-42%

-39%

-21%

-25% -10% Flat 2.5% 5% 10%

 First, let’s look at the time decay in the event of a flat market.  As you can see, the time decay is 
much higher for the higher risk options.  The reason for this is due to the time-value premium paid for 
the options.  The further you get in-the-money, the closer and closer the options price gets to the actual 
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in-the-money value.   So if the option is in-the-money by right $100 (50%) then it would sell for $103 or 
only a 3% time-value premium.   If the option is in the $50 (25%) in-the-money it might sell for more like 
$55, or a 10% time-value premium.   At $20 (10%) in-the-money, the time-value premium is more like 
50%.

 The time-decay losses are in direct relation to the time-value premium paid.  So if you bought 
the $50 in-the-money option for $55, and the market was exactly flat for 18 months, you would only lose 
about 10%.   If you held that same option for 6 months in a flat market, you would lose about one third 
of the time-value premium (6/18 months), or the option would be down about 3.3% in value.  If you 
bought the $20 in-the-money option for $30 and held it for the same 6 month period, the loss would be 
16.7%.

 You should see a very obvious risk/reward trade off from this chart.  The lower the strike price 
the higher the losses on the right side, and the higher the returns on the left side.

WHAT TYPE OF INVESTOR SHOULD USE THESE OPTIONS? 
 
 First of all, these late-dated put options are a great way to take on extra risk and look 
for greater reward without going all the way to the EXTREMELY high-risk options; it is good for 
diversification.   We expect to advise most clients to put at least a portion of their assets in these types 
of options in the 0%-25% in-the-money strike-price range, particularly the more conservative investors 
who are not comfortable with extreme potential losses that you will see in the next section.

 Another good reason to buy these types of options is for the conservative portion of an IRA 
account, because traditional shorts will not be available.  In this situation, we would advise 50% in-the-
money options as opposed to buying inverse ETFs due to less in terms of the systemic risks involved. 
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EXTREMELY HIGH-RISK PUT OPTIONS
 This EXTREMELY High-Risk strategy should be considered with great care and understanding.  
Any money invested in this strategy should be considered gone, never to be seen again.  Only invest 
the amount of money that you are willing to lose without serious concern.

 This strategy involves buying put options on the SPY (S&P 500 ETF) sometime in the summer 
of 2015 (likely late July) with expiration in October and/or November.   We will attempt to diversify as 
much as possible (which is more feasible for bigger accounts), in terms of the time of purchase (we may 
cost-average in over a number of weeks), the expiration, and the strike prices.   That said it will still be 
a very specific strategy, with strike prices 10%-25% out-of-the-money, and short 3-4 month expiration 
windows.

 The following table is a very rough estimate, based on current options prices (in January 2015) 
with similar expiration periods. To keep it simple, this will assume a purchase in July and expiration in 
October (three month time period).  This should not be considered guaranteed returns, and the returns 
may vary greatly.   It is simply to give you an understanding of how options work, and what the varying 
risks and rewards might look like.

 To clarify, the returns depend greatly on the cost of options at the time of purchase, which is 
heavily dependent on the implied volatility (VIX) as well as simple supply and demand.   If the market 
is already on the way down, more highly volatile, or if there are a lot more investors wanting to buy 
these types of options and fewer investors selling them, the price of the options could be drastically 
increased.  In fact, the options may cost twice as much, in which case the returns would be half as much 
as these estimates.  This is a very likely scenario that investors should keep in mind.

 The top line of the table is potential changes in the S&P 500 over a 2-3 month time frame.  The 
increase numbers (right side) and corresponding losses assume a two month holding period, beginning 
in July of 2015 and ending in mid-September 2015 when the options would be liquidated and the losses 
realized.  Similarly, the decrease numbers (left side) assume a rapid two month crash and liquidation of 
profitable options in mid-September.

 The left side of the table has to do with the strike price, in percentage terms out-of-the-money 
when the options are purchased.  All of these are estimates in terms of the same presumed expiration 
date (October 2015) and presumed purchase date (July 2015).

-50%S&P 500

25% Out
of money 
20% Out
of Money 
15% Out
of Money 
10% Out
of Money 

12,000%

10,000%

7,000%

4,500%

620%

1500%

2000%

1500%

-62.5%

-44%

-13%

-60%

-90%

-87%

-85%

-82%

-92.5%

-89%

-88%

-87%

-95%

-93%

-92%

-91%

-99%

-96%

-95%

-94%

-25% -10% Flat 2.5% 5% 10%

 The most important thing to note is the extremely high losses in the yellow shaded area, and to 
the right.  If the market does not crash significantly, the losses will be enormous.  You can essentially kiss 
all that money good-bye, or at least a very high percentage of it.  
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 It also may seem strange that in the event of a 25% decline in the S&P 500, the 15% out-of-
the-money puts do the best.  That is due to the fact that 67% of the time value has elapsed, and the 
options would be in-the-money as opposed to at-the-money for the 25% out-of-the-money puts.  In the 
event that you think a 25% crash is a likely scenario, then the 15% out-of-the-money puts are the right 
purchase for you.

 Another important thing to note is the enormous numbers on the left.  The biggest number, 
12,000%, is equal to 120 times the investment.  So a $1,000 investment would turn into $120,000.   
This is a very unlikely scenario in terms of probability from a natural perspective, but it has certainly 
happened before as recently as the 2008 Shemitah (which was a 44% decline in a similar timeframe), 
and will almost certainly happen again somewhere at some time.  It is only a matter of the question:  
will it happen in America around the end of the 2015 Shemitah year?   If you believe that there is a 
good chance of that, then putting a small percentage of your wealth or a small amount of money in this 
EXTREMELY High-Risk Put Option Strategy would be a reasonable decision to make despite the risks.
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RISK ALLOCATION 
 
 All clients will have the opportunity to decide what risk allocation they want to choose.  Risk 
allocation is essentially what percentage of assets will go in the more conservative or more risky 
investments.

 In this example, let’s say there is a couple with $300,000 to invest.  They are well prepared 
for the potential collapse, and have considerable tangible assets stored in the form of food, practical 
items, barter items, and precious metals.   This couple is fairly confident in the Shemitah collapse timing 
prediction, but they are not necessarily risk takers.  They want to ensure that in the event that the 
collapse doesn’t happen, they still have a considerable nest egg.  They understand that all investing 
involves risk and are willing to take on some risk, but want to stay fairly conservative.   We might 
recommend the following risk allocation:

 70%:  SPY traditional shorts leveraged 1.5 to 1.  
 20%:  late-dated put options averaging about 25% in-the-money.
 10%:  EXTREMELY high-risk put options.

 The first table we will look at is for the 70% in traditional shorts.   This is simplified to only SPY 
shorts, but in practice a portion of the shorts will be in other indexes and individual stocks; we will have 
to assume that those stocks and indexes will move exactly with the S&P 500.   The variable of the S&P 
500 is clearly skewed to the downside, with the potential of a 50% crash.  The highest gain that we will 
use for this example is 10%, which is about two standard deviations for a two month holding period, 
or 2% probability.  There is more like a 0.1% probability of a 15% decline, which is left out due to its 
very low probability, but certainly still possible. This chart is based on capital invested of $210,000, 1.5 
leverage, and initial short value of $315,000.   

-50%S&P 500

Stock
Liability
Account

Value

Gain/Loss

% Gain/Loss

$157,500

$367,500 

75%

$157,500 

$236,250

$288,750 

38%

$78,750 

$283,500

$241,500 

15%

$31,500 

$315,000

$210,000 

0%

$0 

$322,875

$202,125 

-4%

-$7,875

$330,750

$194,250 

-8%

-$15,750

$346,500

$178,500 

-15%

-$31,500

-25% -10% 0% 2.5% 5% 10%

 The next table is for the lower-risk, late-dated put options.  These options will expire in January 
of 2017, so the time-decay risk is much lower (only a 4% loss in a flat market).  The strike price of these 
options is also 25% in-the-money, which lowers the overall risk, and acts somewhat like a 3x inverse ETF.  
The losses are greater than three times the S&P rise, due to the time-value decay and other factors.   
On the upside the gains will be much closer to three times the S&P decline because they will be more 
and more in-the-money, which results in smaller and smaller time-value premiums paid.
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-50%

-50%

-50%

S&P 500

S&P 500

S&P 500

% Gain/Loss

% Gain/Loss

% Gain/Loss

Gain/Loss

Gain/Loss

Gain/Loss

Ending Value

Ending Value

Ending Value

Capital

Capital

Capital

$90,000

$3,000,000

$3,247,500

150%

10000%

1083%

$60,000

$30,000

$300,000

$150,000

$3,030,000

$3,547,500

$45,000

$450,000

$573,750

75%

1500%

191%

$105,000

$480,000

$873,750

$18,000

-$13,200

$36,300

30%

-44%

12%

$78,000

$16,800

$336,300

-$2,100

-$26,100

-$28,200

-4%

-87%

-9%

$57,900

$3,900

$271,800

-$6,600

-$26,700

-$41,175

-11%

-89%

-14%

$53,400

$3,300

$258,825

-$13,200

-$27,900

-$56,850

-22%

-93%

-19%

$46,800

$2,100

$243,150

-$23,400

-$28,800

-$83,700

-39%

-96%

-28%

$36,600

$1,200

$216,300

-25%

-25%

-25%

-10%

-10%

-10%

0%

0%

0%

2.5%

2.5%

2.5%

5%

5%

5%

10%

10%

10%

 The next table is for the EXTREMELY High-Risk put options.  This example is with a strike-price 
20% out-of-the-money and a three month expiration timeline.  In practice, there would be a diversified 
portfolio of strike-prices and expiration periods, which will average about 20% out-of-the-money with 
a three month expiration timeline.  As you can see, this is very high risk, but also extremely high return 
potential in the event of a significant stock market crash.

 This is based on recent options prices for similar options.  Options prices can change drastically 
due to implied volatility (or VIX).   There is strong possibility that options will be more expensive when 
purchased due to a higher VIX and the returns would considerably less and the losses magnified.

 The final table is total expected investment return based on the risk allocation and the variable 
of the S&P 500 movements.

 It is important to note the high-risk nature of this investment, even though it is a diversified, 
mostly conservative investment.   The risk is almost entirely due to the 10% allocation to the extremely 
high-risk strategy, which is why even in the event that the S&P 500 moves 0%, the losses will be almost 
10%.   And as you can see, if the S&P 500 is up 5% during the short holding period (which is in the 
neighborhood of a 16% chance based on historical data), the losses will be a quite significant 19%, and 
an even more significant 28% loss in the event of a 10% S&P rise (about a 2% chance of happening).
 
 It is also clear from the chart that the upside potential is enormous, even with a mostly 
conservative allocation.  These numbers are not speculation.  They are a factual estimate based on 
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options prices in January 2015 with similar expirations and holding periods.  If you bought these options 
in mid-January, with an April expiration and the stock market crashed 50% in two months, and there 
was no options clearinghouse default, these are very close to the returns that you would see based on 
straight-forward mathematics.

EXTRA CONSERVATIVE RISK ALLOCATION

 For somebody who is more risk averse, and is not willing to take on the risk of a 10% loss most 
of the time and a 20% loss about 16% of the time (according to historic probability calculations), the 
risk allocation would be different.   For this client we might recommend 90% in traditional shorts with a 
leverage of 1.25 and 10% in the late-dated 25% in-the-money options.  Their risk/return would look like 
this:
 With $300k invested, a flat S&P 500 would result in a negligible loss of less than 1%.   In the 
case of a one standard deviation rise (16% chances) the losses would be only 8%, and in the rare case of 
a 10% rise the loss would max out at 15%.

-50%

-50%

S&P 500

S&P 500

% Gain/Loss

% Gain/Loss

Gain/Loss

Gain/Loss

Ending Value

Ending Value

Capital

Capital

$213,750

$6,300,000

71%

2100%

$300,000

$300,000

$513,750

$6,600,000

$106,875

$1,050,000

36%

350%

$406,875

$1,350,000

$42,750

$33,600

14%

11%

$342,750

$333,600

-$1,050

-$56,400

0%

-19%

$298,950

$243,600

-$11,737

-$72,600

-4%

-24%

$288,263

$227,400

-$23,475

-$94,200

-8%

-31%

$276,525

$205,800

-$45,450

-$128,400

-15%

-43%

$254,550

$171,600

-25%

-25%

-10%

-10%

0%

0%

2.5%

2.5%

5%

5%

10%

10%

 The upside potential is still decent, with a 71% gain in the extreme stock market crash scenario, 
but a far cry from the 1,000% gains for the more diversified allocation.  

AGGRESSIVE RISK ALLOCATION

 For a client who is very confident in the Shemitah collapse and willing to take on the risk of very 
large losses, we would recommend a more aggressive approach with significantly increased risk.   In 
this case, we might recommend 40% in traditional shorts with a leverage of 2.0, 40% in the late-dated 
options at 40% in-the-money, and 20% extremely high-risk put options.  Their gain/loss chart would look 
like this:
 It’s important to note for a more aggressive strategy like this, the expected losses are 20% if 
the market is flat and only gets worse from there if the market is up.   The upside potential is also much 
larger, with an expected return of over $6 million in the event of a 50% stock market crash.  Also, for 
more aggressive investors, the funds released from the gains in traditional shorts could be added to the 
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extremely high-risk put options on the way down, further magnifying the gains.  

ULTRA-AGGRESSIVE RISK ALLOCATION

 Just for fun, I will include the example for a client who wants to go “all-in” on the extremely 
high-risk put options.  Some might call this reckless or even foolish, and rightfully so; others might call it 
boldness and faith for the Kingdom of God.  Who are we to judge?   In fact, as an Investment Advisor, 
by law we have to buy the securities that the client says to buy regardless of our opinion on the subject.  
We will make sure the client fully understands the risk and go forth with their wishes.

 For this allocation, the bottom line is the losses will be catastrophic even if the stock market is 
down 10%, but the $30 million upside might be appealing to some despite the extreme risks.

RISK ALLOCATION CHANGES

 Clients will be able to change their risk allocation at any time throughout the holding period.  
Some might get cold feet if the market isn’t on its way down in August.  If there is turmoil in the markets 

-50%S&P 500

% Gain/Loss

Gain/Loss

Ending Value

Capital

$30,000,000

10000%

$300,000

$30,300,000

$4,500,000

1500%

$4,800,000

-$132,000

-44%

$168,000

-$261,000

-87%

$39,000

-$267,000

-89%

$33,000

-$279,000

-93%

$21,000

-$288,000

-96%

$12,000

-25% -10% 0% 2.5% 5% 10%

in August that might give some the courage to get more aggressive and trade out some shorts for put 
options.   Some may want to use profits from shorts to add to the put option position.

 It may be wise for some to start on the conservative end of the spectrum and see how things 
progress.  If the full-blow, catastrophic Shemitah collapse looks more and more inevitable then you can 
always move to a more aggressive allocation.   Since a conservative approach will probably only include 
leverage of 1.5 on traditional shorts, there will be plenty of free cash available to add to the options 
positions at any time.
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ETFS
(EXCHANGE-TRADED FUND)

 For Phase Two of the investment strategy, the most conservative investment possible will be 
gold and silver mining ETFs.  These ETFs are a lot like low cost mutual funds of gold and silver mining 
stocks.  The most common ETFs are: GDX- an ETF of major gold mining companies; GDXJ- an ETF of 
junior gold mining companies; and SIL- an ETF of silver mining companies.

 The low-risk nature of these investments is due to diversification.  There is little or no unsystemic 
risk of probably with an individual company or an individual mine.  There is, however, a great deal of risk 
related to gold and silver prices.  These ETFs are “leveraged” to the underlying metals price, meaning 
that the percentage gains/losses are greater than the movement in the metal’s price.

 Let’s look at GDX for example.  The most recent peak for gold was at $1,777 (interesting) on 
October 2nd, 2012.   On that day, GDX traded for $53.25.   Today gold is all the way down to $1,264, 
or a 28.8% drop in the gold price.   GDX is now trading for $21.59, or a $59.5% drop (factoring out the 
0.54% yearly dividend payments).   So the GDX has been leveraged by 2.07 to gold price for this drop; 
for every 1% drop in gold, there has been a corresponding 2.07% drop in GDX.

 GDXJ is even more leveraged to the gold price, because the ETF consists of higher risk junior 
mines that are more sensitive to movements in gold.  GDXJ is down 73.4% over the same time period, 
for a leverage of 2.55.

 Now let’s look at the upside leverage.   On October 24th, 2008, gold traded for $734, while 
GDX was at $17.80 (GDXJ was not in existence yet at that time).   On December 3rd, 2010 gold was 
trading at $1,414 and GDX at $62.71.  That is a 92.6% increase in the gold price, and GDX was up 
252.2%.   That is a leverage of 2.72 on the upside.   This slightly higher leverage to the upside is due to 
the fact that the P/E valuation of the ETF was elevated as gold was rising quite rapidly.

 In the event that gold goes up by about 100% again, GDX would be expected to go up by 
250%-300% in the time period, or even more if the gold mining stock valuation hit bubble territory.  But 
there are even more risks.

POLITICAL RISKS

 There are significant political risks to keep in mind for gold and silver mining stocks.  While 
tax and regulatory risks are certainly involved to a lesser degree, the main risk to consider is mine 
nationalization.   A mine nationalization would be if a government declares ownership over a mine in 
their country, which usually does not include any sort of compensation.  This risk is much higher in some 
countries as opposed to others, and the risk will grow as the gold price moves higher.

 These ETFs will consist of mines primarily in mining friendly jurisdictions with very little political 
risk (US, Canada, Australia, South Africa, Mexico, Brazil, Europe), but some mines will be located in 
countries that could potentially nationalize mines at any time.

 If a single country, Columbia for example, nationalizes all of their gold mines that would consist 
of less than 1% of gold mines within GDX, but the ramifications will be more widespread.  That would 
spook investors to consider that more countries might do the same, and there might be a broad sell off 
for gold mining companies in similar jurisdictions.  If a second country follows suit, the fear level will be 
magnified as will the selloff.  If a historically friendly mining country like Mexico nationalizes mines, the 
ramifications would be very significant.
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 These risks will be minimized in a number of ways.  First, the strategy involves a limited holding 
period with plans to sell at a gold price no more than $2,500.   The political risk will only be significantly 
elevated when the gold prices go beyond that number (we believe).  Also, if there seems to be a trend 
of gold mine nationalizations, we will liquidate positions at that time.

INDIVIDUAL MINING STOCKS

 The next potential risk allocation will be in individual gold and silver mining stocks.  These are 
subject to higher risk than ETFs due to less diversification.  GDX for example, holds 38 different major 
mining companies, and most of those companies have a dozen or more mines, so the total is something 
like 300 or more different mines.   Our medium risk mining stock allocation may consist of 10 or fewer 
companies with a total of 20 or so mines under ownership.

 The major risk (apart from declining metals prices) is with mining operations.  Problems happen 
all the time.  Mines are shut down due to safety issues, the amount of gold or silver may be less than 
projected, the costs may be higher than projected, or mining operations may run into technical issues.   
If there is a mine shut down in one of our individual stock holdings, the potential losses are high due to 
less diversification, as much as 5%.  In a mining ETF, a mine closure may not even be noticed as it will be 
more like 0.3%.

 Political risks will be minimized by sticking to very specific countries of operations: US, Canada, 
Mexico, Australia, South Africa, Brazil, and Europe.  This certainly doesn’t eliminate the political risks, 
but there should be ample red flags around the world before a mining nationalization comes to any of 
the above countries.

 The method of analysis to choose these individual stocks will be looking for undervalued 
companies on a risk/reward basis.  First, to be considered medium-risk, these mining companies must 
have strong balance sheets with no liquidity concerns; these companies will have the ability to ride out 
lower gold prices for a period of years without running out of money, or with a strong ability to raise 
money from reliable investors and creditors.   At the same time, there will be a big upside potential in 
the event of skyrocketing gold prices.

 Most of the individual stock choices will be in the development stages, meaning that they don’t 
even operate mines yet.  There is a clear life cycle in gold and silver stock valuations.  There is a big rise 
in the stock price when a potential mine is discovered, but there is a 3-5 year time frame from discovery 
to production.  During the development phase the stock tends to go way down and then explode 
higher in the last year of development when mining production is approaching.

 One metric to look at the value of a development stage company is the amount of gold that 
they have in ground based on technical reports.  At current, the value of gold in the ground is at 
extreme lows due to the recent drop in gold prices.  Moreover, financing is hard to come by.  Investors 
are expecting the gold bear market to continue and thus expect development stage companies will 
not be able to finance their potential mines into production.   There will be a huge shift in the event of 
rapidly rising gold prices.  Money will be pouring into gold mines and financing mine production will 
be easy.  Also, with skyrocketing gold prices, more and more investors will be looking into gold mining 
stocks and the value of gold in the ground will skyrocket.

 A perfect example of this is Victoria Gold Corp.   First of all, they have a great balance sheet 
with $20 million in cash and no debt, with no liquidity concerns for years to come.  They have 2.5 million 
ounces of gold in the ground, currently valued at less than $15 an ounce (if you factor out their cash 
holding from their $50 million market cap).  They have a “shovel ready” mine with 200,000 ounce gold 
production per year after a two year construction period; that would be over $150 million in cash flow 
per year at $2,500 gold.  The problem is that the mine is only profitable at $1,350 gold so it will not get 
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financed at today’s gold prices, and probably won’t be unless gold is steady above $1,500 an ounce.  If 
gold skyrockets, the mine financing will be announced, construction will begin almost immediately and 
the stock will skyrocket.  At that point investors will start looking at the future cash flow of $100+ million 
and if it gets valued at five times future cash flow, the market cap would be $500 million, or a 10x 
return.

 The upside return is much more speculative with an individual gold mining stocks.  With 
traditional short and put options, you can put together a chart with assumptions and a very close 
estimate of returns (or exact returns if held to expiration).  It is not possible to put together a chart for 
gold mining stocks.  However, a 10x return is very much in line with what many gold mining stocks did 
when gold doubled from 2008 to 2010; there were many stocks that went up by ten times, and that 
should also be expected if gold doubles again; it is just a matter of choosing the right stocks, Victoria 
Gold is likely one of those stocks.

 The risks of lower gold prices are also extreme for a company like Victoria Gold.  If gold goes 
down another 20% or so to $1,000, this stock will get hit very hard.  The good news is they have no 
liquidity issues so the losses won’t be 100%, but it would be 50% or more in this type of scenario 
because the possibility of financing the project will be 50% less or more.  There is a buffer, however, 
given the fact that they hold $20 million in cash, so the market cap shouldn’t go below that.

 Victoria Gold is just one example of many companies in a similar situation.  This specific stock 
will be no more than 1%-2% of a diversified gold and silver mining stock portfolio along with about 10 
other similar stocks.  

STRATEGIC METALS LTD. 

 Another one of my favorite stocks is Strategic Metals; this is a great value stock.  They are a 
Canadian project generator in the Yukon; they are sitting on about $42 million in cash and marketable 
securities and their market cap is less than $30 million, so this stock should be considered low-risk 
(but more medium-risk if a significant portion of one’s portfolio is in this one company, which will likely 
be the recommendation for this stock).  It’s low-risk especially because there is effectively a floor on 
the stock price; if it goes too far below the book value, the company is authorized to purchase shares 
equivalent to 10% of the shares outstanding.  Even if gold goes down 20%, this stock probably won’t go 
down more than 10% because they are trading at about 60% of cash and marketable securities, and will 
buy-back shares if the stock price declines any further.

 Also, Strategic Metals has a portfolio of 114 gold and silver exploration properties in the Yukon.   
The company is just a project generator, so they don’t mine gold; they just lease out their exploration 
properties for cash and future royalties.  At current metals prices, there are no exploration companies 
with cash to explore their properties.  In the event of skyrocketing metals prices, exploration would 
explode and cash would come rolling in fast as was seen in 2010.  Also, the expected value of their 
current royalties would rise due to the increased likelihood of future production.  They also own about 
23% of a gold mining company that would do very well in the event of higher gold prices, as well as 
considerable ownership in other mining company.

 The main issue is that they are not very aggressive with their cash, which has some systemic risk.  
They are sitting on $34 million in cash and cash equivalents (more than their $28 million market cap) 
and seem content on keeping the money in Canadian banks and Canadian securities.   There is certainly 
systemic risk in these cash equivalent holdings, a majority of which are the Canadian equivalent of CDs.  
However, the risk is much lower given the fact that all the money is held in Canada in Canadian Dollars.   
It is unlikely that the Shemitah collapse will result in a collapse of the Canadian banking system, and 
the Canadian government and central bank still have a lot of bullets in the chamber.  The Canadian 
government only has a net debt of 35% of GDP, they didn’t bail out banks in 2008, they have not 
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embarked on money-printing (yet), and have no cumulative trade deficit to speak of.   Moreover, these 
risks can are mitigated due to the fact that this stock will not be purchased until after the Shemitah 
collapse, wherein we can gauge the health of the Canadian banking system.  If there is a Canadian 
Banking system collapse and Strategic Metals incurs major losses on their cash holdings that would just 
make the stock cheaper for us to buy!  Their exploration assets will still be extremely valuable when 
gold and silver move much higher.
 Strategic Metals has an investment fund for investing in mining stocks, but have only put $2 
million in the fund.  It would be nice if they would put $20 million in that fund, and then you could buy a 
mining mutual fund at a discount plus considerable exploration assets.   It remains to be seen if they get 
more aggressive in investing their cash hoard, but it should be a strong buy on most occasions.  
Regardless of the management’s investment decisions, the upside potential is still quite considerable 
making it an amazing risk/reward proposition.  In 2010 at gold and silver highs, the stock was trading at 
over $4, now it’s at $0.33.   Should gold and silver skyrocket as predicted, a 10x return is quite probable 
due to their exploration assets alone.  The company embarking on a more aggressive investment 
strategy would only create more explosive upside potential.

 Strategic Metals will likely be a large portion of the phase two mining stock portfolios due to 
its very low-risk, but high potential returns.  This stock could be 10% or more of a well-diversified risk 
allocation portfolio.   The only issue is what happens with the Canadian banking system during and after 
the Shemitah collapse.
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HIGH-RISK MINING STOCKS
 This portion of the mining stock portfolio should be considered extremely high-risk if gold is 
trading at $1,000 or $1,100 when the stocks are purchased.  This increase in risk will also magnify the 
potential returns, which will be absolutely enormous if the right stocks are chosen.

 Gold trading at $1,000 and then skyrocketing to $2,500+ in a matter of weeks or months 
represents a dream scenario for gold mining stock investors.  While all mining stocks will do incredibly 
well in this scenario, the stocks that will have the highest upside potential will be the companies with 
the biggest financial problems at $1,000 gold.   We will be looking for companies with big mining 
operations, with high mining costs, losing money hand-over-fist at $1,000 gold, and at high risk of 
bankruptcy if the gold price doesn’t move up rapidly.   In order to explain the scenario we are looking 
for, I will use the example of my all-time favorite gold mining stock: Allied Nevada.

ALLIED NEVADA

 *Allied Nevada entered bankruptcy protection a little bit earlier than expected, and is currently 
trading at $0.17.  This stock probably won’t be part of the portfolio due to the early bankruptcy, but it is 
still a good example of what we are looking for.

 Allied Nevada is an American gold mining company with a single producing mine in Nevada.  
They are in serious trouble on a number of levels.  First, the mine has very high all-in sustaining costs 
around $1,150 to $1,200 for each ounce of gold produced.   At current gold prices they are having a 
very tough time covering their debt obligations, which are enormous.   They have about $500 Million in 
debt, with huge quarterly debt payments.   If gold goes below $1,200 for an extended period of time, 
Allied Nevada will almost certainly end up in default and potential bankruptcy.

 The upside potential is enormous, however, due to these risks.  They produce around 200,000 
ounces of gold per year at current, which is more of a curse than a blessing at low gold prices.   They 
also have an economic feasibility study in place to increase production to 1,000,000 ounces of gold per 
year!   The only problem is they need $1.3 Billion for the mine expansion, which will never happen at 
current gold prices.

 To understand the upside, one only has to look at the stock chart.  In 2011, Allied Nevada was 
riding high on high gold prices in the $1,700s.  Their 200,000 ounce production was producing large, 
steady profits.  They also had plans to expand the mine to 1,000,000 ounce production by 2013/2014.  
At the time, their stock was trading for upwards of $43.  Then the price of gold crashed, and their 
financial situation changed quickly.  They are now nearly written off for dead and their stock is currently 
trading at $1.03.

 If gold goes back up to $1,700, then their stock would quickly go back up as well.   They would 
be making similar profits with similar upside potential as in 2011.  Their shares have been diluted 
somewhat since 2011, but a $30 price for their stock is certainly a strong possibility at that gold price.  
If gold actually goes up to $2,500, we would be looking at a $60 quite easily or even $100 a share if 
valuations get bubbly.   You can do the math and see a 10,000% potential return under this scenario.

 But the upside potential could get even better!   What if gold crashes to $1,000 an ounce?  That 
would be an absolute disaster for Allied Nevada.    They would be truly written off for dead.  There is 
no way that they can survive more than a couple of months at that gold price.   Bankruptcy is already 
considered a strong possibility at $1,200 gold; it would be considered inevitable at $1,000 gold.   In 
fact, they would probably default on their debt payment within a couple of months.  What an amazing 
opportunity for us!
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 Let’s paint a picture.  Gold stays in the $1,250 or higher range for the rest of 2015, and Allied 
Nevada is scraping by without having to dilute their shares too much more.  They barely make their 
$17 Million debt payment on June 1st, 2015 and haven’t defaulted on their $50 Million in capital 
lease obligations for 2015.  The stock is trading between $1 and $2 while investors wait and see what 
happens with the gold price.  Then during the Shemitah collapse, gold prices tank (like in 2008) down 
to $1,000 an ounce.   That would be considered game-over for Allied Nevada.  Their next debt payment 
would be due on December 1st, 2015 would be considered impossible to pay.   As a result, the stock 
goes down to $0.10 per share.   That’s when we come in and buy up the shares.

 There are a number of ways this would play out. What if gold stays at $1,000 through December 
1st, 2015?   Then the company would end up defaulting on a debt payment, but not all is lost.  That was 
expected to begin with, so the stock won’t immediately go to zero.   Default doesn’t necessarily mean 
bankruptcy.  The bankruptcy process will take months, sometimes years, especially if there are potential 
buyers trying to negotiate debt restructuring before buying out the company.  That would buy time 
for gold to go up and for Allied Nevada to be able to borrow money or issue shares to make the debt 
payment a few months late.

 But what if the COMEX gold futures exchange defaults in November and gold skyrockets to 
$1,500 overnight?  Then all problems are solved.  It would then be very easy for Allied Nevada to come 
up with the money to make the debt payments.  In fact, the stock would have already gone from $0.10 
to over $1, maybe even to $5.  They would simply issue shares at the new higher price and make the 
debt payments.  Then when gold goes all the way to $2,500, with bubble P/E valuations for mining 
stocks, the stock could be trading for $100.

 All-in-all, this type of investment is very high-risk, with very high potential reward.  If gold stays 
low for too long, the losses could be 100%.  But look at the upside: we buy shares for $0.10 while Allied 
Nevada is truly on the brink of bankruptcy, and then gold prices go our way, and at $2,500 this is a stock 
that could very well be trading for $100, or a 100,000% return, 1,000 times the money!   

 Allied Nevada will not be the only stock in this type of situation.  There will be dozens of similar 
stocks.   We will create a diversified portfolio of similar stocks for the High-Risk portion of the mining 
stock portfolio.  Of course, diversification won’t help if gold stays low for too long, but diversification is 
good in that maybe a few will somehow survive while others do not.
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GOLD AND SILVER MINING STOCK WARRANTS

 A warrant is essentially the same as a call option without the options clearinghouse default risk.  
It is an option to buy a share of stock from the company itself, at a specific price (strike price) by a future 
date (expiration date).  These warrants are granted to investors who buy in to private placements as an 
added incentive.  Sometimes they are traded on the stock exchange for regular investors like us to buy. 
 
 One of my favorite mining companies, Brazil Resources, has warrants outstanding that are 
traded on the Canadian stock exchange (all these prices are in Canadian Dollars).  The warrants have 
a strike price of $.75 and don’t expire until December 31st, 2018.   Brazil Resources stock is currently 
trading at $.66, so these warrants are “out-of-the-money” by $.09.   The warrants are currently selling 
for $.30.

 I really like the risk/reward ratio for Brazil Resources because it is fairly low-risk, and if gold goes 
to $2,500, I expect their stock will be selling anywhere from $5 to $10.   I will use a future $5 stock price 
to show what the warrants may be worth.

 First of all, what is the return in this scenario if you were to just buy the stock?  If you buy the 
stock for $.66 and sell it for $5, the return is 650% or about 7.5 times the investment.  That sounds 
great, right?  The upside is even bigger for the warrants, however.

 If you own a Brazil Resources warrant when the stock is at $5 with a $.75 strike-price, it is in-the-
money by $4.25.  But the warrant will be trading for more than $4.25 due to the time value premium.   
Let’s say there is a smaller premium than today, and the warrants sell for $4.50.   What is the return for 
buying the warrants?  You can buy for $.30 and sell for $4.50; that is 1,400% - exactly twice the return as 
buying the stock.

 These warrants are a good example of simple “leveraging.”   You can take on a little bit more 
risk and get a little bit higher return.  

 There are other warrants that are much higher risk, with much higher return.  These are warrants 
that are much further out-of-the-money and would be considered much more speculation as opposed 
to leverage.  A good example of this is warrants for Gran Columbian Gold Corp.

 Gran Columbia would probably be a favorite stock pick if it weren’t for its high regulatory risk 
location of Columbia.  (These warrants will only be recommended for an extremely small portion of 
one’s portfolio, and will likely be sold before the others due to the possibility of mine nationalization.)  
It is a classic high-risk stock (a lot like Allied Nevada) in that they are in desperate need of higher gold 
prices.  They have very high gold production costs around $1,200 and are having serious trouble making 
debt payments.  They already temporarily missed a debt payment in January 2015 (renegotiated for 
February), and if they survive until October, it may be a great opportunity to buy the warrants.   The 
stock is currently trading at $.44 (Canadian) with a market cap of only about $10 million.

 The upside potential is enormous.  They are producing 100,000 ounces of gold per year with a 
mine expansion plan to make it 170,000 ounces (the cost of this expansion may bankrupt the company) 
and lower the production costs to about $1,050.   And the market cap is only $10 million.   What if 
gold goes to $2,500 with the mine expansion coming online in early 2016?   That would be cash flow 
of about $40 million a year.   At a valuation of ten times (10x) cash flow, it would be a $400 million 
company, or 40 times its current value.   That gives us a price target of $17 for the stock at $2,500 gold.   
That would be a 4,000% return for buying the stock.  But now let’s look at the warrants.

 The warrant has a strike-price of $3.25 expiring March 28th, 2019.  That is a lot of time, but the 
stock has to go up by almost eight times (8x) for the warrants to be worth anything at all!   That is why 
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the warrants are currently trading for only $.06.   So what if the price target is hit?   The warrants would 
be in the money by $13.75 on a $.06 investment.   That is a 22,900% return (229x).      
 
 Another warrant is a more short-dated warrant, which makes it much cheaper.  Crocodile 
Gold is an Australian gold mining company that will be part of the high-risk individual stock portfolio.   
They have a fairly strong balance sheet with solid upside potential at higher gold prices. One of their 
problems is that they don’t have a long-life mine (but that will likely be ignored when amateur investors 
are pouring money into a gold mining stock bubble).   If gold prices double to $2,500, their profit will 
go up by ten times (10x).   With bubbly stock valuations, their stock could easily go from $.22 now, to 
$5.

 Their warrant has a strike price of $2.25 and expires very soon, March 21st, 2016 (and it will be 
even sooner when the time comes to buy it in October).   Currently it only costs $.02 to buy the warrant, 
but that will almost certainly be $.01 in October if the stock price is flat.

 This warrant is a much higher risk because of the time component, as there will only be five (5) 
short months for gold to skyrocket to $2,500.  But if it happens and Crocodile stock goes to $5, that 
would make it in-the-money by $2.75 on a $.01 investment, for a 275x return.

 In conclusion, there are a few warrants to choose from (and more not mentioned here) that 
have various risk/return ratios.  But this will be an extremely small portion of portfolios.  Not only 
are they high risk, but they are also very illiquid (not many buyers and sellers and not many warrants 
outstanding.)  It will be difficult to accumulate a large position without driving the price up above the 
real value.
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GOLD AND SILVER MINING STOCK RISK ALLOCATION
 As mentioned previously, the risk/reward scenario for gold and silver mining stocks vary greatly 
depending on what gold is at when the positions are purchased.   If gold is at $1,250, there will be 
no such thing as a low-risk investment.  If gold is at $1,000, there will be no such thing as low-risk 
or moderate-risk investments.  Gold at $1,500 greatly reduces the upside potential, but also greatly 
reduces the risk.

 The following chart shows potential recommendations based on risk-tolerance in relation to the 
gold price.  The low-risk allocation is for investors who only want to take on a low amount of investment 
risk; the moderate-risk allocation is for investors with a little bit higher risk appetite, and so forth.
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 As you can see, the recommendations will change drastically depending on the gold price at 
the time of purchase.  The low-risk allocation will have to stay on the sidelines if gold is at $1,000 and 
only starts creeping into the game at $1,250 gold.  There is just too much risk of even lower gold prices.  
Even the high-risk allocation would likely be highly in ETFs at $1,000 gold, only to be more aggressive 
at higher prices.

 There is a possibility for these allocations to change as the gold price changes.  For a moderate-
risk investor, if gold is at $1,000, the starting point will be 100% ETFs.  But then let’s say there is a 
COMEX default and gold goes to $1,500 overnight.  Then 60% of the ETFs could be liquidated and 
moved in to the individual stock (40%) and high-risk stock positions (20%).   That will depend entirely on 
what the client wants to do.
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401(k) AND IRA - POLITICAL RISK
 There is a great deal of political risk involved in holding government sponsored retirement 
accounts like 401(k)s and IRAs.  Political risk is essentially the risk that a decision made by a government 
or governments will adversely affect the value of your investments.   Political risks include: taxes, 
penalties, regulations, mandates, nationalization, capital controls, and other government actions.

 In the event of a Shemitah collapse followed by the US Dollar collapse, there will be an extreme 
US government fiscal crisis.  When long-term interest rates hit 10%, there could be around $1.5 trillion 
in budget cuts and/or increase in tax revenues necessary to balance the budget and stop the crash of 
the dollar.  General tax hikes won’t be the best choice because it would devastate the economy even 
further.  Politicians will be desperate, looking for some magical source of revenue to try to put an end to 
the fiscal crisis.  All eyes will go to retirement accounts.

 The logic will go something like this: the government says, “You know, we gave you a gift 
when we allowed you to contribute to those retirement accounts tax-free.  Those deferred taxes on 
contributions rightfully belong to the government, and we need our money back.  We are facing a 
catastrophic fiscal crisis, so we are forced to institute a ‘one-time’ 5% tax on all retirement accounts.”  
This type of action will be both necessary and politically feasible.

 When citizens hear this, the obvious reaction is going to be to remove all the money from 
their retirement accounts, because most will realize the tax is not going to be “one-time” but probably 
recurring.   The government can’t allow mass withdraws to happen, otherwise their one magical source 
of revenue would be depleted or disappear.  So along with the retirement account tax there will be 
capital controls put in place (much like a bank holiday bail-in scenario).  If the accounts are not frozen 
all together (which would likely be too extreme to be politically feasible at first), there would be an 
increase in penalties and the retirement age.  So instead of a 10% penalty before the age of 59 ½ for 
withdraws, it would become a 20% penalty before the age of 65 or something along those lines.  But 
this will just be the beginning.

 Taxes won’t solve the problem; it will only temporarily ease the fiscal crisis situation.  With the 
economic depression scenario that will be unfolding, along with the dollar collapse and rapidly rising 
interest rates on US treasuries that nobody wants to buy, another drastic step will be necessary.   This 
next step will be a mandate that all retirement accounts must purchase US treasuries “for the good of 
the country,” probably at artificially low interest rates and thus prices above the market price.   It will 
be good for US government finances in the short-term, but it won’t be good for retirement account 
holders.  This mandate will likely include a transfer to a government sponsored annuity program, 
probably with zero - or only very limited – withdraws possible for a time.  Citizens will still have their 
name on an annuity account and an account balance, which will make it seem better than it is.

  Again, this mandate will only temporarily help the fiscal crisis.  It will allow the government 
to cut the massive interest expense below what the free market would decide, but the situation will 
continue to deteriorate.  Eventually there will be one of two outcomes: a US treasury default and a 
resulting deflationary depression; or the Fed prints the money to monetize all US treasury debt and 
interest payments, resulting in a hyperinflationary depression.  Both outcomes will result in nearly 100% 
losses for all retirement accounts – at least in terms of purchasing power – when those accounts finally 
become accessible (if ever).

401(k)

 A 401(k) is the worst place to hold retirement assets for a couple reasons.  First, there is very 
little control over the investments.  Usually 401(k) holders have only three investment choices: stocks, 
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bonds, and money markets.  All of these investments will be decimated in a Shemitah collapse scenario.  
(If you must hold a 401(k), our advice is to hold strictly cash in the brokerage account.  Not money 
markets, just cash sitting the account yielding 0%.  That would lessen the banking collapse risks, and the 
only risk involved would be the systemic risk of a brokerage default).   Secondly, 401(k)s are untouchable 
as long as the account holder still works at the same employer who sponsors the plan.   You can’t even 
pay the penalty and taxes to remove it even if you want to.

 We advise clients to view 401(k)s with their current employer as a “severance package” 
that doesn’t exist unless they leave the company.  If the scenario unfolds as described above, after 
taxes, capital controls, and mandates, these accounts will experience nearly 100% losses in terms 
of purchasing power before the account becomes accessible.  The only way to access that money is 
to change jobs.  It would be wise and prudent to at least explore the possibility of changing jobs in 
order to remove those assets from the government sponsored retirement account system and all the 
investment and political risk it entails.

IRA

 IRAs are much better than 401(k)s in terms of control over investment decisions.  IRA accounts 
can be invested in inverse ETFs and even put options, which opens up the possibility to profit from 
the Shemitah collapse.  Unfortunately, margin accounts are not allowed in IRAs, so the best low-risk 
investment option (traditional shorts) is not available in IRAs.

 We still advise clients to bite the bullet and pay taxes and/or penalties to withdraw funds from 
IRAs due to the political risks involved.  Even if you hold profitable Shemtiah investment in an IRA, taxes 
and capital controls could be put in place before you have the opportunity to remove the money, which 
would negate any tax advantage of keeping the IRA.  Moreover, if the IRA is still held when a mandate is 
put in place, the result will still be nearly 100% losses in terms of purchasing power.  

TAX ADVANTAGES AND RISKS

 There is a significant tax advantage to holding 401(k)s and IRAs due to the fact that 
contributions are tax-free and capital gains are tax deferred.  This is particularly appealing to 
somebody who makes a lot of money and pays a lot of taxes, but expects to be in a lower tax bracket 
in retirement.  If you make $150,000 a year, you avoid paying the 28% marginal tax on the IRA 
contribution; if you plan to live off of $75,000 a year in retirement, you will only pay a total of about 
20% yearly when you withdraw the money.   As you can see, in this common scenario the savings is 8% 
(apart from deferment of capital gains).  But you will have to pay taxes at some point either way!  And 
there is a strong likelihood of higher taxes in the future when the fiscal crisis transpires.  In fact, in this 
example, there is certainly a possibility that all this tax advantage will be lost due to higher taxes; it is 
very possible that $75,000 in income will have 28% overall taxes in the near future.

 There is also the tax-deferred capital gains advantage, which is important to consider when 
deciding whether or not to cash out an IRA before Shemitah investing, or to hold Shemitah investment 
in an IRA account.   Consider the following example.

Let’s say there is a married couple with a $100,000 IRA that could be either kept in place or cashed out.  
She is only 55 years old, so it will require a 10% penalty plus taxes.  The couple has a combined income 
of $75,000, so their marginal tax rate is 25%.    To cash it out, that $100k IRA would result in proceeds of 
$67,500 after the penalty and taxes.

 Then let’s say that they put that money with SIA under a well-diversified risk allocation, with 
mostly low-risk and a little higher risk.  Everything goes as predicted, and after the crash and rise in 



gold and silver prices, the return is 200% by mid-2016, and the account value goes from $67,500 to 
$202,500.   That will be $135,00 in short-term capital gains taxed at the ordinary income rate, and will 
bump the couple into a higher marginal tax rate.  The tax calculation looks like this for the increase in 
ordinary income.
 
  $76,300 * 25% = $19,075
  $58,700 * 28% = $16,436
  Total taxes = $35,111 
  Ending Value = $167,389 

 As you can see, even in the event of tripling the investment, a $100k IRA only turns into $167k 
after all taxes and penalties.

 Consider the other scenario: the couple decides to keep the IRA for the SIA account.  That 
$100,000 is up the same 200%, and is worth $300,000 at which time they decide to cash it out to avoid 
political risk.  After paying a 10% penalty, it is worth $270,000 that is taxed at the ordinary income, 
going into an even higher tax bracket.

  $76,300 * 25% = $19,075
  $79,250 * 28% = $22,190
  $114,450 * 33% = $37,768.50
  Total Taxes = $79,033.50 
  Ending Value= $190,966.50 

 As you can see, in this example there is much higher ending value of the account if the IRA is 
kept in place because it is not double taxed.

 However, there are many risks with holding an IRA even until mid-2016.  A very simple law 
passed could wipe out all potential increases and then some.   Now let’s say that taxes and capital 
controls are put in place while they still hold the IRA.  As in the previous example, there is a 5% tax and 
the penalty is increased to 20%.

 First of all, $15k is taken right off the top due to the “one-time” tax.  Then the $285k that is left 
is subject to a 20% penalty.   At this point, $228k will be subject to ordinary income tax.

  $76,300 * 25% = $19,075
  $79,250 * 28% = $22,190
  $72,450 * 33% = $23,908.50
  Total Taxes = $65,173.50 
  Ending Value= $162,826.50

 In this scenario, all of the potential gains from tax deferment are gone.  It would have been 
better just to cash out the IRA to begin with.   (This situation would be even worse if the IRA owner 
was 61 years old, without any penalty at first, but the penalty goes to 20% due to the increase in the 
retirement age.)

 It is also important to keep in mind that there is the risk of even more stringent capital controls 
from the beginning.  It could be that retirement accounts are frozen altogether, and the money can’t 
be removed even with higher penalties.  At that point, the IRA would be locked up and would be 
essentially worthless when it is all said and done.

 Due to all the political risks and limited tax advantages, we recommend cashing out all 401(k)s 
and IRAs if at all possible.  However, this is a decision that will be ultimately made by each client and we 
are certainly willing to offer investment advisory services for IRA accounts.
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