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In our Outlook on 7/28/08, we stated that the XOI Index would rally to
1350 or more within 2 months. The XOI reached our target of 1350 just 2
days after our forecast by closing at 1367.10 on 7/30/08. Since 7/30/08,
the XOIl has not been able to close above 1350. In August, it had
penetrated 1350 several times on an intraday basis but could not mount a
sustained rallv above that level.
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The last two months have been interesting for energy stocks. What is
strikingly different this time around is that energy stocks reached grossly
oversold levels beyond what we have normally seen in the past. We think
big contributors to the sell-off in energy stocks were hedge funds who were
heavily leveraged in commodities and short on financials. When the Fed
placed restrictions on short-selling financials in mid-July, hedge funds were
forced to sell their leveraged positions in commodities and cover their short
positions in financials. This unwinding by hedge funds caused the dual
action of pummeling commodity-related stocks and lifting financial stocks.
The end result was the closing of some commodity hedge funds due to large
losses in commodity positions. One of the more famous hedge funds to
close its doors recently was the Ospraie hedge fund. The moral of the story
is to manage your risk. At YieldSafe, we focus on managing risk by limiting
our position size and not using leverage.

Mark Yuan, CFA

Investment Risks: All investments are subject to risk, including possible
loss of principle. The views expressed in this commentary reflect those of
the portfolio manager and YieldSafe Investments LLC as of the date of the
commentary. Any views are subject to change at any time based on
market or other conditions, and YieldSafe disclaims any responsibility to
update such views. These views are not intended to be a forecast of future
events, a guarantee of future results or investment advice. Because
investment decisions are based on numerous factors, these views may not
be relied upon as an indication of trading intent on behalf of any portfolio.
The information contained herein has been prepared from sources believed
to be reliable, but is not guaranteed by YieldSafe as to its accuracy or
completeness. References to particular securities are intended only to
explain the rationale for the portfolio manager's action with respect to such
securities. Such references do not include all information about such
securities, including risks, and are not intended to be recommendations.
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