MEMORANDUM
To:

File No. S7-24-15

From: Jennifer R. Porter
Senior Advisor to Chair White
U.S. Securities and Exchange Commission
Date: October 17, 2016
Re:

Use of Derivatives by Registered Investment Companies and Business Development
Companies: Release Number IC-31933

On October 6, 2016, Andrew (Buddy) Donohue, Jennifer Porter. David Grim and Diane Blizzard
met with Daniel O'Neill, CEO and CIO of the Direxion Funds and Managing Director of
Rafferty Asset Management, LLC, Angela Brickl, General Counsel and CCO of the Direxion
Funds and Rafferty Asset Management, LLC, and Stacy Fuller and Robert Zutz, K&L Gates.
The purpose of the meeting was to discuss the Commission's proposal on the use of derivatives
by registered investment companies and business development companies.
Attachments

Rafferty Asset Management, LLC
1301 Avenue of the Americas I 35th Floor I Ne\V York, NY 10019

March 28, 2016
Mr. Brent J. Fields, Secretary
Securities and Exchange Commission
100 F Street, NE
Washington, DC 20549-1090
Re:

Use of Derivatives by Registered Investment Companies and Business
Development Companies, File No. 57-24-15

Dear Mr. Fields:
Rafferty Asset Management, LLC ("Rafferty") appreciates the opportunity to comment on
proposed Rule 18f-4 under the Investment Company Act of 1940, as amended ("1940 Act" or
"Act"). Rafferty is the sponsor of and investment adviser to the Drrexion Shares ETF Trust
("Trust") and each of its separate series ("Direxion ETFs") . Many of the Direxion ETFs seek to
provide daily returns, before fees and expenses, that correspond to three times the daily
performance of an underlying index or three times the inverse (opposite) of the daily
performance of an underlying index (the "3X ETFs" or "Funds").
The Commission's release proposing Rule 18f-4 ("Release") acknowledges that leveraged
exchange-traded funds ("ETFs"), including the Direxion ETFs, were repeatedly granted
1
exemptive relief by the Commission between 2006 and 2009, with full knowledge of the Funds'
structure and their use of derivatives. Since that time, the Funds have consistently complied
with the conditions in the exemptive orders, have had no regulatory issues, and have become
an important part of the securities markets.

Rule 18f-4, if adopted as proposed, would have significant negative ramifications for the Funds.
The Commission recognizes the unique position of the Funds and has sought comment on
whether the Commission should continue to permit the Funds to operate as they have for
nearly a decade "pursuant to the terms and conditions of exemptive orders granted by the
2
Commission." For the reasons explained below, Rafferty submits that the proposed rule would
be arbitrary and capricious as applied to the Funds. Therefore, Rafferty strongly opposes the
adoption of Rule 18f-4, as proposed, and respectfully submits that it should be revised to
grandfather the Funds or otherwise modified to clearly permit them to continue to operate
under the 1940 Act.
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As the Release suggests, the investment landscape and the registered fund landscape, in
particular, have changed since 1940 when the Act was adopted. Access to information and the
markets has improved significantly since 1940. Implicit and explicit transaction costs have
fallen as the brokerage industry has evolved and investors have become more empowered and
independent.
The advent of online investing platforms has contributed to increased independence among
investors. They routinely direct their own investments and, as a result, frequently pay
investment-related fees that are dramatically lower than they would be if they had to invest
through a traditional broker or financial advisor. These lower fees are widely believed to inure
to investors' benefit by minimizing the "bite" that such fees take out of investment
performance and maximizing investor returns .3
With such investor independence has come a new breed of registered funds. Among other
things, whereas traditionally funds had been designed primarily to provide passive investors
with a buy-and-hold investment by giving them access to a professional portfolio manager to
whom they could defer for investment advice, some funds are now designed to provide active
investors with tools that they can use to implement their own investment strategies.
Leveraged ETFs, including the Direxion ETFs, are one such type of investment tool. Rafferty's
first leveraged ETFs were launched in 2008. Rafferty focused then, as we do now, on traders
and tactical investors who employ dynamic strategies and may seek amplified exposure to a
particular asset class, or the inverse performance of an asset class, on a short-term basis. The
Funds provide such exposure at a significantly lower cost than alternatives, such as margin
4
accounts.
The ETF structure is particularly well suited to the strategies pursued by the Funds because it
provides an efficient vehicle for short-term trading due to the simple fact that secondary
market transactions in ETF shares may take place intra-day and investors knmN the per share
price of such transactions immediately. In addition, secondary market t ransactions do not have
any impact on a fund portfolio, so they can be effectuated without any direct impact on other
5
fund shareholders. Thus, Rafferty believes, and the Commission has likewise concluded, 6 that
the ETF structure, which moves frequent trading by investors away from a fund portfolio to an
exchange, is appropriate for the 3X ETF strategies.
The Trust cuirently has over fifty 3X ETFs listed on NYSE Arca, Inc. ("NYSE"). Each 3X ETF seeks
daily investment results, before fees and expenses, of 300% of the performance or the inverse
7
performance of a benchmark index ("Underlying lndex").
The ETFs utilize derivatives to
achieve their limited investment objective of obtaining the stated multiple, or inverse multiple,
of the Underlying Index's daily return.
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The Funds began operation only after the conclusion of a lengthy exemptive application
process. During that process the nature of the Funds was considered at length by the
Commission's Division of Investment Management ("Division" }, and the exact amount of
leverage to be obtained by the Funds was an important factor considered by the Division. In
this regard, the Commission's notice of the Funds' initial application for exemptive relief stated:
The Funds will seek daily investment results, before fees and expenses, that... (b}
provide up to 400% of the return of their Underlying Indices {"Leveraged
Funds"}; or {c) provide up to 400% of the inverse performance of their
8
Underlying Indices {"Inverse Funds") .
Pursuant to the exemptive order ultimately issued to Rafferty and the Funds {"First Order"), the
Funds were allowed to obtain notional exposures of 400%. However, t hey were required to
invest at least 80% of their total assets in the component securities of their Underlying Indices.
Stated differently, they were allowed to obtain exposures of up to 400% of their assets but
were only allowed to obtain exposures of approximately 320% of their assets from investments
in derivatives. The Division, acting "for the Commission" pursuant to authority delegated to it
by the Commission, granted the First Order, finding the relief requested to operate the Funds
to be "necessary or appropriate in the public interest and consistent with the protection of
investors and the purposes fairly intended by the policy and provisions of the Act."
Almost one year later, the Commission granted a second exemptive order to Rafferty and the
Funds ("Second Order," and together with the First Order, "Orders"), 9 which re-defined the
terms "Leveraged Fund" and "Inverse Fund." Specifically, the Second Order defined Leveraged
Funds to mean funds seeking up to 300% of the performance of an Underlying Index and
defined Inverse Funds to mean funds seeking up to 300% of the inverse performance of an
Underlying Index. Importantly, unlike the First Order, the Second Order did not require
Leveraged or Inverse Funds to invest any particular percentage of total assets in the component
securities of their Underlying Indices. Rather, the Second Order permitted both Leveraged and
Inverse Funds to obtain all of their exposures from derivatives. Like the First Order, the
Division, acting "for the Commission," granted the Second Order again on the grounds that it
was "necessary or appropriate in the public interest and consistent with the protection of
investors and the purposes fairly intended by the policy and provisions of the Act."
Taken together, the Orders indicate that the Commission has twice examined the appropriate
amount of derivative usage to permit for the Funds and twice concluded that it would be
"necessary or appropriate in the public interest and consistent with the protection of investors"
to permit the Funds to obtain at least 300% exposure from derivatives. Given the successful
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operation of the Funds since the Orders were issued, Rafferty does not believe that there is
current justification for restricting the Funds' exposures from derivatives to 150%. To the
contrary, Rafferty believes that the Funds' operations have further justified the Commission' s
issuance of the Orders and urges the Commission to reconsider whether its Section 6(c) findings
in the Orders and the Funds' operations to date can be reconciled with the proposed 150% limit
on the Funds' exposures from derivatives,
.I.

Proposed Rule 18f-4(a)(1)(i) would impair the ability of the Funds to continue to operate under
the 1940 Act. The proposed rule achieves this result by limiting the aggregate exposure that
could be obtained by the Funds through investments in derivatives to "150% of the value of the
fund's net assets ." 10 The Release primarily offers one justification for the 150% cap -- ''undue
speculation."
Neither the statute nor any Commission release has ever defined "undue" speculation, but the
Release implies that it includes an element of magnitude and an element of expectation. In
other words, a certain amount of derivatives usage by a fund may constitute undue speculation
and the unexpected usage of derivatives by a fund may constitute undue speculation.
For the reasons discussed below, Rafferty does not believe that the 3X ETFs obtain so much
exposure from derivatives as to cause them to be unduly speculative. In fact, the amount of
exposure obtained by the Funds from derivatives is exactly the same today as was specifically
authorized by the Commission in the Orders. In addition, for the multitude of reasons detailed
below, the Funds certainly do not engage in any unexpected usage of derivatives such that they
could reasonably be deemed to be unduly speculative.
Further, Rafferty is concerned that Rule 18f-4 will lead to regulatory arbitrage that is harmful to
investors inasmuch as Rule 18f-4, if adopted as proposed, may result in 3X strategies migrating
to other exchange-traded structures that impose greater costs on investors and provide fe\av1er

protections for investors. Under such circumstances, investors could actually be harmed 
rather than helped - as intended by the proposed rule.
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The Release states that a cap higher than 150% "could implicate the undue speculation
11
concerns expressed in Sections l(b)(7} and l{b)(8) of the Act," and implies that the proposed
150% limit is a function of the 300% asset coverage requirement set forth in Section 18{f) of the
1940 Act. Rafferty does not believe that an across-the-board 150% limit is mandated by Section
18(f) or that such an across-the-board limit is appropriate. An exclusive focus on the magnitude
of a fund's notional exposure from derivatives ignores other factors that impact the risk profile
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of a fund investing in derivatives. Such factors include the complexity of the derivatives, the
volatility and liquidity of the derivatives' reference asset, and the liquidity of the derivatives
themselves, including their term and termination provisions. Additionally, an across-the-board
cap neither makes a distinction between derivatives or reference assets that can be liquidated
in a matter of days and those that can only be liquidated over many months.
The derivatives employed by each Fund typically reference a single benchmark, which is
typically the relevant Fund's Underlying Index. The Funds do not aggregate derivatives that can
12
interact in unexpected ways.
Rather, they typically hold total return swaps that are
terminable at any time by the Fund and the exposure in each Fund is rebalanced daily to
provide the same ratio of exposure to net assets (i.e., 3 to 1) each trading day. The derivatives
are not opaque or hard-to-value, but rather are straightforward, liquid instruments that refer to
liquid benchmarks. Each derivative provides for complete daily liquidity, meaning they can be
terminated at any time by a Fund, without penalty. Additionally, the swap contracts utilized by
each Fund contain loss limitations that would limit a Fund's losses if the underlying reference
13
assets were to moves more than a certain percentage.
In short, the characteristics of the
derivatives that the Funds employ expose investors to less risk than funds that use more exotic
derivatives.
In addition, it is important to acknowledge that the Funds are entirely passive. Each tracks the
performance of an Underlying Index, which is an index composed entirely of securities that
meet certain liquidity requirements, as established by NYSE. These characteristics of the Funds
expose investors to less risk than funds that employ more complicated, principally active
strategies, where derivatives usage can "creep" up or affirmatively be ramped up without limit.
In sum, while Rafferty can agree that leverage is one factor that contributes to risk, we cannot
agree that it is the only factor. Thus, if the Commission determines to move forward with a
final version of Rule 18f-4, Rafferty urges the Commission to distinguish in the rule between
funds that are passively managed and invest exclusively in derivatives that are reset to achieve
the same notional exposure daily and can be liquidated daily and funds that employ very
different, and potentially more complicated, derivatives strategies. Such a distinction would be
fully justified given the distinctly different risk profiles of the Funds and other vehicles,
respectively.

The Funds employ several measures to seek to ensure that investors understand their
investment objectives and the associated risks, and the Funds do not drift from the investment
objectives and strategies disclosed to investors. In this regard, Rafferty notes that all of the
enforcement cases in the Release involved actively managed funds. The 3X ETFs are not
actively managed funds. To the contrary, each Fund is a passive investment vehicle. Its sole
objective is to provide returns that correspond on a daily basis to a multiple, or an inverse
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multiple, of its Underlying Index. Thus, while the Funds do obtain levered exposure from
investments in derivatives, the similarities between the Funds and those in the enforcement
actions stop there.
Unlike the portfolio managers of actively managed funds, portfolio managers of index funds 
even leveraged index funds - have little discretion . They are as constrained as the index
tracking strategy of the funds they manage. Accordingly, the portfolio managers do not have
the same opportunity to inconsistently use derivatives and drift from the disclosed investment
mandate that actively managed funds employing derivatives do.
In addition, each Fund employs a naming convention that is designed to tell an investor - even
if s/he reads nothing but the name of the Fund - that the Fund is an index fund that seeks
leveraged returns on a daily basis. The naming convention of the Funds is as follows :
Direxion +Daily+ Underlying Index+ Bull (Bear) + 3X + Shares
Thus, for example, our Leveraged Fund that tracks the S&P 500 Index is named the "Direxion
Daily S&P 500 Bull 3X Shares," and our Inverse Fund tracking the same index is named the
!'Direxion Daiiy S&P 500 Bear 3X Shares." This naming convention conveys that: the Funds are
short-term {i.e., daily) invest ment vehicles; they are leveraged (i.e., 3X); they track an index
(e.g., S&P 500); and they seek long (i.e., Bull) or short (i.e., Bear) exposure to the Underlying
Index.
In addition to adhering to this descriptive naming convention, the Funds provide the following
disclosure in boldface type on the first page of the summary prospectus immediate below each
Fund's investment objective:
The Fund is designed to be utilized only by knm.•1!edgeable investors who
understand the potential consequences of seeking daily leveraged investment
results, understand the risks associated with the use of leverage, and are willing
to monitor their portfolios frequently. The Funds seeks daUy leverage
investment results relative to the Index and Is different and riskier than similar
benchmarked exchange~traded funds that do not use leverage. Therefore, the
Fund is not intended to be used by, and is not appropriate for, investors who do
not intend to actively monitor and manage their portfolios.
Additionally, the following disclosure appears in boldface type at the front of the statutory
prospectus and Statement of Additional Information:

The Funds are not suitable for all investors. The Funds are designed to be
utilized only by sophisticated investors, such as traders and active investors
employing dynamic strategies.
Furthe rmore:

Rafferty Asset Management, LLC.
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Investors who do not understand the Funds or do not intend to actively
manage their funds and monitor their investments should not buy the Funds.
If a Fund's underlying index moves more than 33% on a given trading day in a
direction adverse to the Fund, the Fund's investors would lose all of their

money.
The Release seeks to justify the proposed rule by citing several enforcement actions involvlng
14
funds that had derivatives-related fosses. Those enforcement actions can be summarized as
follows:
•

In In the Matter of Oppenheimer Funds, Inc., Investment Company Act Release No.
30099 (June 6, 2012), involving an open-end mutual fund that invested in junk bonds,
the Commission found that the respondents failed to disclose "the fund's practice of
assuming substantial leverage on top of those investments."

•

ln In the Matter of Fiduciary Asset Management LLC, Investment Company Act Release
No. 30309 (Dec. 19, 2012), involving a closed-end investment company, the Commission
found that the registration statement "made no mention of the downside risks the Fund
could face by trading index put options and variance swaps, including leveraged
exposure to market declines or exposure to spikes in market volatility."

•

In fn the Matter of Claymore Advisors, LLC, Jnvestment Company Act Release No. 30308
(Dec. 19, 2012}, involving a closed-end investment company, the Commission found that
there was "no mention of the downside risks the Fund could face by trading index put
options and variance swaps, including the Fund's leveraged exposure to market declines
and to spikes in market volatility."

•

In In the Matter of UBS Wiflow Management LLC and UBS Fund Advisor LLC, Investment
Company Act Release No. 31869 (Oct. 16, 2015), also involving a dosed-end fund, the
Commission found that the adviser failed to disclose it had reversed the Fund;s
investment strategy from investing in distressed debt to investing in credit default
swaps and, in that connection, failed to disclose that the credit default swaps had
"synthetic leverage" that ''amplified the Fund's profits and losses."

Given the above-recited disclosures made by 3X ETFs, however, the Commission cannot
reasonably contend the 3X ETFs' disclosures suffer from similar defects. As noted above, the
leveraged nature and use of derivatives by 3X ETFs is dearly disclosed. Further, in the case of
3X ETFs, they not only clearly state how they use derivatives, but they also fully and
transparently disclose the actual derivatives that they hold in type and amount on a daily basis
1n each Fund's daily holdings file and on their website. These disclosures stand in stark contrast
to the lack of disclosures at the heart of the enforcement actions cited in the Release and
reinforce that the Funds do not present the concerns raised by these enforcement cases.
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Further, in addition to the disclosure provided by the 3X ETFs themselves, there are substantial
compliance processes at brokerage firms that pertain to purchases of 3X ETF shares. In June
2009, the Financial Industry Regulatory Authority ("FJNRA") issued Regulatory Notice 09-31,
entitled Non-Traditional ETFs, in which it "remind[ed] firms of sales practice obligations relating
to leveraged and inverse exchange-traded funds." This included ensuring that its written
supervisory procedures require that:

1) "the appropriate reasonable-basis suitability analysis is completed;"
2) "associated persons perform appropriate customer-specific suitability analysis;"
3) "afl promotional materials are accurate and balanced;"
4) "all FINRA and SEC rules are followed;''
5) that firms "document the steps they have taken to ensure adherence to these
procedures;" and
6) that firms "train registered persons about the terms, features and risks of all ETFs that
they sell, as well as the factors that would make such products either suitable or
unsuitable for certain investors."
Notice 09-31 further stated that the training "should emphasize the need t o understand and
consider the risks associated with such products, including the investor's time horizons, and the
impact of time and volatility on the fund's performance."
Similarly, in January 2012, FINRA issued Regulatory Notice 12-03, establishing heightened
supervision requirements involving the sale of certain products, including leveraged and inverse
ETFs. More specifically, Notice 12-03 required a list of questions registered representatives
must be able to answer before recommending the products, a post-approval review process,
training of registered representatives, consideration of a customer's financial sophistication,
required conversations with the customer, and other steps. Thus, in addition to the compliance
procedures applied to the Funds under Notice 09-31, these heightened supervision
requirements became applicable to the Funds.
Broker-dealers have responded to these requirements by taking steps, for example, to enhance
investor education, limit who can purchase the products, and limit the amount of an account
that can be invested in these products. ln the same vein, fund supermarkets have developed
and employ cautionary point-of-sale disclosure in connection with transactions. 15 Such
disclosure appropriately echoes the disclosures the Funds provide in the 3X ETFs prospectuses,
including that they are intended for individuals that actively monitor their investments.
As a result of the extensive disclosure provided by the Funds and broker-dealers, the products
have become well understood, and available market data supports the contention that
investors do, in fact, understand the products. Most importantly, as presented in detail in
Appendix C and the related exhibits, based on publicly available market data information,
Rafferty has been able to calculate the average holding period ("implied holding period"} by
investors of shares of each of the eight Direxion ETF that were operational between December
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1, 2008 and April 30, 2009. 16 As presented in Appendix C, the implied holding period was less
than one day for seven (of the eight) Direxion ETFs and slightly over one day for one of the
Direxion ETFs. 17 Similarly, from May 1, 2009 through July 31, 2015, the implied holding period
for the eight Direxion ETFs studied ranged only from 1.18 days to 4.03 days. 18 Based on the
Release, it does not appear that the Commission's staff (the "Staff") has yet analyzed such data
in connection with the proposed rule. Rafferty believes that such data analysis is critical to the
Commission moving forward with the proposed rule as applied to the Funds, including because
the implied holding period data in Appendix C strongly suggests that investors understand and
actively trade Fund shares. The Commission should not adopt the proposed rule based on an
unsubstantiated concern or fear, or isolated cases, to the contrary.
In summary, investors in 3X ETFs receive extensive and direct disclosure regarding the Funds'
strategies, use of derivatives, leverage and related risks both from the Funds themselves and
from their brokerage firm as well. As a result, they understand the products, and their
understanding of the products is evidenced by their active trading of them, which is reflected in
the short implied holding periods of their shares. Thus, Rafferty does not believe that the use
of derivatives by the Funds is, or can reasonably be deemed to be, unexpected by an investor.
Therefore, to the extent that a fund's speculation may be characterized as "undue" speculation
within the meaning of the Act because its investors did not anticipate such leverage from its
offering documents, the Funds cannot reasonably be viewed as engaging in undue speculation
and should be carved out of any rule based on such undue speculation concerns.

The Release recognizes that the proposed rule may have negative implications for certain funds
under the 1940 Act and suggests that such funds "may wish to consider deregistering under the
1940 Act, with the fund's sponsor offering the fund's strategy as a private fund or as a public (or
private) commodity pool, which do not have statutory limitations on the use of leverage." 19
The Release states that these alternatives could be "marketed to a more targeted investor base
(i.e., those with higher incomes or net worth, in the case of private funds, and those familiar
with commodity pool investment partnerships, in the case of public commodity pools) and
would not be expected by their investors to have the protections provided by the Investment
Company Act." 20 While this suggestion may be appropriately directed to funds that pursue
managed futures and other complex derivatives-based strategies typically associated with
"hedge funds" and commodity pools that originated in the private markets, it is not
appropriately directed toward 3X ETFs and other index-based products. Such funds and
strategies are trading vehicles created in response to market demand, and have historically
been available to the public and belong on exchanges.
For that reason, should the 3X ETFs lose the ability to operate as investment companies under
the 1940 Act, they would not retreat to the private markets. Rather, they would likely continue
to operate as exchange-traded products ("ETPs") or exchange-traded notes ("ETNs") both of
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21

which are registered only under the Securities Act of 1933, as amended ("1933 Act"}.
Both of
these products trade on an exchange. Neither, however, has the protection of the 1940 Act.
Thus, the paradoxical impact of the proposed rule would be to migrate 3X ETFs from a more
regulated environment (covered by the 1933 and 1940 Acts) to a less-regulated environment
(covered only by the 1933 Act).
In connection with such a migration, investors would lose important protections. To give but
one example of the protections investors would lose, the 1940 Act requires ETFs to have a
board of directors that exercises oversight over the investment adviser and protects
shareholders. The Staff has described the board as "the shareholders' watchdog," particularly
22
with respect to its review of the adviser's contract and related fees.
The Commission's
Director of Enforcement has stated that the board is "the first line of defense in protecting
23
Additionally, independent directors oversee policies and
mutual fund shareholders."
procedures and monitor the use of derivatives and the liquidity of portfolio securities.
However, no board oversees or monitors the operations of ETPs. Accordingly, any migration of
these strategies to an ETP structure would result in the loss of important investor protections.
Instead of reorganizing as ETPs, the 3X ETFs could pursue operation as ETNs. Similar to ETPs,
ETf\Js do not provide investors vJith the protections of the 1940 Act, including a board of
directors. In addition, investors in ETNs, unlike investors in ETFs and ETPs, do not directiy or
indirectly own any underlying assets - they simply have an unsecured promise by the ETN
sponsor to pay a return, and they have the same risk that any unsecured creditor of the ETP
sponsor has. This increases the risks for investors because it exposes them to credit and issuer
risk from a single issuer. Indeed, when Lehman Brothers filed for bankruptcy, investors in
Lehman exchange-traded notes were reported to h(!ve lost billions of dollars because they had
24
assumed the credit risk on Lehman Brothers.
Because ETPs and ETNs are traded on the same public securities markets and platforms as a
1940 Act-registered ETF, investors would have the same access to invest in the strategies. They
may not, however, understand or fully appreciate the fewer investor protections applicable to
them. Yet they would almost surely incur the higher costs normally entailed by them. The
Release nowhere explicitiy considers the downside of removing the Funds from the 1940 Act 
particularly in iight of the Orders that they received and the Section 6(c) determinations made
with respect to the Funds -- and contains no analysis of whether the costs of alternative
structures would make them more expensive for investors.
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The Act mandates that when the Commission engages in rulemaking, it consider whether the
rule "will promote efficiency, competition, and capital formation." 15 U.S.C. §80a-2{c). The
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Administrative Procedure Act condemns any rule that is "arbitrary, capricious, an abuse of
discretion, or otherwise not in accordance with law." S U.S.C. §706(2)(A}. It requires that the
Commission "examine the relevant data and articulate a satisfactory explanation for its action
including a rational connection between the facts found and the choice made." Chamber of
Commerce v. SEC, 412 F.3d 133, 140 {D.C. Cir. 2005}, quoting Motor Vehicle Mfrs. Ass'n v. State
Farm Mutual Auto. Ins. Co., 463 U.S. 29, 43 (1983}.
•

For example, in the Chamber of Commerce case, the D.C. Circuit held that in adopting a
rule requiring 75% independent directors and an independent chairman, the
Commission violated the APA because it failed to adequately analyze the costs of the
rule and gave inadequate consideration to an alternative. that two dissenting
Commissioners had proposed.

•

In American Equity Investment Life Ins. Co. v. SEC, 613 F.3d 166 (D.C. Cir. 2010), the O.C.
Circuit vacated a rule stating that fixed indexed annuities are not annuity contracts on
grounds that its analysis of the impact of the rule on efficiency, competition, and capital
formation was arbitrary and capricious.

•

In Business Roundtable v. SEC; 647 F.3d 1144 (D.C. Cir. 2011), the O.C. Circu.it vacated
Rule 14a-11, requiring public companies to provide shareholders with information about
shareholder-nominated candidates for the board of directors, because, again, the
Commission's analysis of the effect of the rule on efficiency, competition and capital
formation was flawed. Now Justice Ginsburg, writing for the D.C. Circuit, stated that the
Commission "inconsistently and opportunistically framed the costs and benefits of the
rule; failed adequately to quantify certain costs or to explain why those costs could not
be quantified; neglected to support its predictive judgments; contradicted itself; and
failed to respond to substantial problems raised by commenters." Given that, the court
stated, it wasn't even necessary to determine whether the rule should also be vacated
because the Commission arbitrarily rejected alternatives.

Accordingly, we respectfully submit that careful consideration should be given to the following:

1. There is no finding that the extensive disclosures that the Funds make do not fully
apprise investors of the precise risks of the funds, nor has the Commission ever
charged or found that the disclosures regarding leveraged and inverse funds are
inadequate.

2. There is no finding that the investors who currently purchase these Funds do not
understand those risks and do not actively trade the Funds. In fact, the implied
holding period calculations show that shareholder do actively trade the Funds, which
indicates they understand the Funds and therefore the risks.
3. There is no finding that the Funds have not worked as represented both to the
Commission at the time it approved them and to investors.
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4. There is no finding with regard to why 300% exposure from derivatives was deemed

acceptable by the Commission in 2009, but without any showing of any abuse by the
Funds or failure to meet their regulatory obligations or failure of the Funds to
perform as described, the 300% should now be reduced to a number that impairs
the ability of the Funds to operate under the 1940 Act.

5. There is no finding that the use of derivatives is inconsistent with the purposes of
the 1940 Act - rather, there is merely an arbitrary determination that a 150%
across-the-board limit on derivatives applicable to every fund in every circumstance
is appropriate no matter how the fund is used by investors, marketed, and disclosed.
The Release cites no statutory language or legislative history in support of its
selection of 150% as an appropriate across-the-board derivatives cap for the entire
fund industry.
6. There is no connection drawn between the enforcement cases referenced in the
Release and the operation of the Funds.
7. There is no finding in the Release that the Funds cause systemic risk. Indeed, the
Release does not cite a single example where leveraged or inverse funds failed to
sufficiently manage the risks resulting from the use of derivatives.
Finally, the Release provides insufficient analysis of the impact on efficiency, competition, and
capital formation of these Funds potentially being unable to operate under the 1940 Act 
precisely what the 1940 Act and the D.C. Circuit require of the Commission for it to adopt the
rule. Yet, it is clear that these Funds provide a highly efficient means for effectuating certain
short-term trading strategies; and investors who wish to employ such strategies would be
harmed as the Funds may not be able to operate under the 1940 Act and may be forced to
transact in an unregulated or less-regulated environment. Under such circumstances, capital
formation would arguably be disserved rather than promoted by the proposed rule.
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As noted above, the Release proposes 150% cap on derivatives for registered funds; except
funds that use derivatives to limit their value at risk ("VaR Funds") are permitted to utilize
derivatives equivalent to as much as 300% of their net assets. Rafferty believes that 3X ETFs
also should be permitted to utilize derivatives equal to as much as 300% of their net assets due
to the straightforward manner in which they use derivatives to pursue passive investment
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strategies that are clearly and prominently disclosed to investors. In particular, Rafferty notes
the following risk-limiting features of 3X ETFs and their usage of derivatives.
•

The Funds are passively managed, meaning, their sole investment objective is to provide
returns that correspond on a daily basis to a multiple, or an inverse multiple, of a
benchmark index.

•

Each benchmark index is (a) wholly comprised of securities, which in the aggregate meet
liquidity requirements established by national securities exchanges in consultation with
the Commission, 25 and {b) created, compiled, sponsored, and maintained by an
unaffiliated third party.

•

Each Fund's investment objective is to pursue leveraged returns on a benchmark index
on a daffy basis. Thus, each Fund seeks and obtains only daily leveraged exposure, and
its exposure is rebalanced on a daily basis. As a result, every trading day, the ratio
between each Fund's notional market exposure and net assets is the same (3:1}. There
is no incentive or opportunity for a Fund to have different exposures over time (i.e., no
leverage creep} or to assume additional exposures to "make up" for lagging
performance.

•

The Funds normally invest in derivatives contracts with one, and only one, reference
asset (i.e., the relevant benchmark index). Thus, the Funds' returns are linear. They
align with three times the return of the relevant Fund's benchmark index on a daily
basis, and the returns on the Funds' derivatives are not materially affected by the
performance of any other instrument in which the Funds invest

•

The derivatives in which the Funds invest are completely liquid, They can be closed out
at any time without a penalty. In addition, they can be valued based on market
quotations for the component securities in the underlying benchmark index and do not
require fair valuation.

•

The Funds' full portfolio holdings, including of derivatives contracts, are completely
transparent. They are published to the market and disclosed on the Funds' website
each day before the commencement of trading on the Funds' listing exchange.

•

Each Fund employs a naming convention, which is described in detail above and which
clearly and concisely signals the daily leveraged or inverse nature of its investment
objective.

•

The Funds provide explicit and expansive warnings, including on their prospectus cover
page, that they are only appropriate for sophisticated investors who understand the
daily leveraged nature of their strategies and the concept of compounding and who
intend to monitor their portfolio frequently.

Rafferty Asset Management, LLC.
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•

Brokers have no financial incentive to sell the Funds' shares to investors. The Funds do
not charge a sales load. The Funds do not charge Rule 12b-1 fees, and Rafferty has not
entered into any revenue sharing arrangements with brokers for the distribution of
Fund shares. In fact, many brokerage firms provide cautionary point-of-sale disclosures
26
to investors purchasing shares of leveraged ETFs.

Under the above-described circumstances where the Funds are using derivatives in a simplified
manner in pursuit of a passive investment strategy and prominently disclosing their leveraged
natures, both through a naming convention and risk disclosure, the Commission should permit
them in Rule 18f-4 to obtain exposures of up to at least 300% of their net assets from
derivatives. As discussed above: The Commission has twice previously approved at least 300%
exposures from derivatives for the Funds; there has been no showing that the Funds have not
worked as designed; the Funds now have approximately $9 billion in assets as a result of the
Commission's prior actions; and the Release provides no cornpeiiing justification for moving
them into a less-regulated environment that promises fewer investor protections and higher
costs. Accordingly, Rafferty strongly urges the Commission to grandfather the Funds in
connection with any adoption of the proposed rule or to include a carve out in the final rule,
similar to that for VaR Funds, on which the Funds and other market participants could rely to
offer up to 3X levernged index ETFs.
Rafferty appreciates that the Commission may be concerned, on one hand, about the
competitive effect of grandfathering the Funds and, on the other hand, the market effect of
adopting a carve out that could be used by new market entrants to offer 3X leveraged index
27
strategies. Rafferty is indifferent between these options.
In our view, the market for
leveraged index-based strategies is inherently limited. In fact, Rafferty provides data in
Appendix C, Exhibit 4, which shows that the level of total assets in leveraged ETFs has generally
remained flat since 2011 while over the same period total assets in other registered ETFs have
increased from approximately $1 trillion to approximately $2 trillion. Therefore, Rafferty does
not believe that a carve out would attract a significant number of additional providers or assets
to the leveraged index ETF business.
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Rafferty agrees vvrcn Lomm1ss1oner 1v11cnae1 !>. PIV1'ovvar]s December 11, 2015 LJ1ssenting
Statement, in which he identified reasons that the Commission's proposal to impose a
derivatives limit on registered funds under proposed Rule 18f-4 is, at best, premature. Most
importantly, as he stated, other current rulemaking proposals "will either have a direct impact
on the risks of derivatives positions held by funds, or will provide [the Commission] with data
1128
that could be used to better understand how we should regulate this market.
For example, proposed new Form N-PORT will provide the Commission far more extensive
information on funds' derivatives holdings to better enable the Commission to assess the
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exposures they create. As Commissioner Piwowar stated, "The data collected under that
proposal would bear directly on issues of leverage and risk that are at the heart of [the
Commission's] recommendation," and would inform the judgment on whether "there is any
need to further limit funds' use of derivatives."
In addition, the proposed Liquidity Risk Management Program Proposal will require funds to
classify their derivatives investments based on the number of days within which a fund's
position would be convertible to cash and to their liquidity risk. As Commissioner Piwowar
observed, this could eliminate any reason for a 150% limit on derivatives as it "could reduce the
risks associated with a fund's use of derivatives by ensuring that funds account for their
derivatives exposures in formulating and implementing their liquidity risk management
programs."
The Commission should also consider the impact of eliminating the 3X ETFs on the overall
market, including the public securities market, options markets and market makers. Since the
3X ETFs' inception in 2008, the Funds have had total historical trading volumes of over $5
trillion. In addition, options on leveraged ETFs which change investment objectives may be
impaired if the referenced 3X ETFs are required to materially change their investment
objectives. Rafferty encourages the Commission and its Division of Economic and Risk Analysis
("DERA'') to analyze the markets further before finalizing the proposed Rule.
In summary, the Release provides no justification for the 150% cap that is being proposed.
Further, the Commission will obtain more information - and relevant information - from its
recent N-PORT and pending rulemakings. Thus, if the Commission opts not to modify the
proposed rule as suggested above, we urge the Commission to delay adopting a final rule in this
area until its Staff and commenters can review and consider the data generated by the
Commission's N-PORT and liquidity rulemaking efforts.

For the reasons described above, we respectfully submit that Rule 18f-4, as proposed, would be
arbitrary and capricious as applied to the Funds and, therefore, if the Commission moves
forward with a final rule, it should grandfather the Funds or otherwise permit them to continue
to operate under the 1940 Act.

Respectfully submitted,

Angela Brick!
General Counsel
Rafferty Asset Management, LLC
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APPENDIX A

The Funds
Daily S&P 500 Bull 3X Shares
Daily S&P 500 Bear 3X Shares
Daiiy Mid Cap Bull 3X Shares
Daily Mid Cap Bear 3X Shares
Daily Small Cap Bull 3X Shares
Daily Small Cap Bear 3X Shares
Daity Biazil Bull 3X Shares
Daily Developed Markets Bull 3X Shares
Daiiy Developed Markets Bear 3X Shares
Direxion Daily Emerging Markets Bull 3X Shares
Direxion Daily Emerging Markets Bear 3X Shares
Direxion Daily FTSE China Bull 3X Shares
Direxiori Daily FTSE China Bear 3X Shares
Direxion Daily FTSE Europe Bull 3X Shares
Direxion Daily India Bull 3X Shares
Direxion Daily Japan Bull 3X Shares
Direxion Daily Latin America Bull 3X Shares
Direxion Daily Russia Bull 3X Shares
Direxion Daily Russia Bear 3X Shares
Direxion Daily South Korea Bu!l 3X Shares
Direxion Daily Gold Miners Index Bull 3X Shares
Direxion Daily Gold Miners Index Bear 3X Shares
Direxion Daily Healthcare Bull 3X Shares
Direxion Daily Healthcare Bear 3X Shares
Direxion Daily Junior Gold Miners Index Bull 3X Shares
Direxion Daily Junior Gold Miners Index Bear 3X Shares
Direxion Daily Natural Gas Related Bull 3X Shares
Direxion Daily Natural Gas Related Bear 3X Shares
Direxion Daily Retaii Bull 3X Shares
Direxion Daily Semiconductor Bu!! 3X Shares
Direxion Daily Semiconductor Bear 3X Shares
Direxion Daily Energy Bull 3X Shares
Direxion Daily Energy Bear 3X Shares
Direxion Daily Financial Bull 3X Shares
Direxion Daily Financial Bear 3X Shares
Direxion Daily Real Estate Bull 3X Shares
Direxion Daily Real Estate Bear 3X Shares
Direxion Daily Technology Bull 3X Shares
Direxion Daily Technology Bear 3X Shares
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
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Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion
Direxion

Daily 7-10 Year Treasury Bull 3X Shares
Daily 7-10 Year Treasury Bear 3X Shares
Daily 20+ Year Treasury Bull 3X Shares
Daily 20+ Year Treasury Bear 3X Shares
Daily Oil & Gas Exp. & Prod. Bull 3X Shares
Daily Oil & Gas Exp. & Prod. Bear 3X Shares
Daily S&P Biotech Bull 3X Shares
Daily S&P Biotech Bear 3X Shares
Daily Homebuilders & Supplies Bull 3X Shares
Daily Homebuilders & Supplies Bear 3X Shares
Daily Regional Banks Bull 3X Shares
Daily Regional Bank Bear 3X Shares
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APPENDIX B
Example of Broker-Dealer Point-of-Sale Disclosure
for Purchases of Shares of leveraged and Inverse ETFs
As discussed in in the body of the letter (at Section lll.B) 1 various broker/dealers and other
brokerage platforms on which the Funds may be purchased or sold by investors provide
additional information to shareholder prior to the purchase of leveraged or inverse ETFs shares.
When an investor seeks to purchase shares of a leveraged ETF through an on"line transaction
with a broker platform, specific information regarding leveraged ETFs appears. Below is an
example from a major brokerage firm of the language provided to investors prior to the
purchase of shares of a leveraged ETF. Most brokerage firms provide similar language prior to
the purchase of leveraged/inverse ETF shares.

Example of Additional Information Provided to Purchasers of Leveraged and Inverse ETFs
Leveraged and Inverse ETPs entail unique risks and are intended for
sophisticated investors. They are not designed for investors who seek to track an
index over a long period of time. An inverse ETP attempts to mimic the opposite
of the performance of its stated benchmark. A leveraged ETP seeks to generate a
return that is a multiple of its benchmark index's performance. Both seek results
over a pre-set time period indicated in the prospectus or offering circular. That
time period is often one day. As a result, their returns can differ significantly,
both positively and negatively, from that of their benchmark index, especially
over investment periods lasting longer than one day. Investors should, therefore,
monitor their holdings consistent with their strategies, as frequently as daily.
Exchange traded products (ETPs) are subject to market volatility and the risks of
their underlying securities which may include the risks associated with investing
in smaller companies, foreign securities, commodities and fixed income
investments. Foreign securities are subject to interest-rate, currency-exchange
rate, economic, and political risks, all of which are magnified in emerging
markets. ETPs that target a small universe of securities, such as a specific region
or market sector are generally subject to greater market volatility as well as the
specific risks associated with that sector, region or other focus. ETPs which use
derivatives, leverage, or complex investment strategies are subject to additional
risks. The return of an index ETP is usually different from that of the index it
tracks because of fees, expenses and tracking error. An ETP may trade at a
premium or discount to its Net Asset Value ("NAV") (or Indicative Value in the
case of ETNs). Each ETP has a unique risk profile which is detailed in its
prospectus; offering circular or similar material, which shou!d be considered
carefully when making investment decisions.

Rafferty Asset Management, LLC.
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Then via hyperlinks, this additional information is available for potential
investors:
Leveraged (ETF}: A type of Exchange Traded Product (ETP) that seeks to amplify
the potential returns and/or potential losses of a benchmark index. Leveraged
ETPs seek results over a pre-set time period indicated in the prospectus or
offering circular. That time period is often one day. As a result, their returns can
differ significantly, both positively and negatively, from that of their benchmark
index, especially over investment periods lasting longer than one day. These
ETPs use a variety of derivatives such as futures, options and swaps. They aim to
keep a constant amount of leverage during the investment time frame, (often
one day) such as a 2:1 or 3:1 ratio. leveraged ETPs can either amplify returns and
losses on the long side of the market or the inverse side of the market.

Inverse: A type of Exchange Traded Product {ETP) that seeks to profit from a
negative move in its stated benchmark index. Inverse ETPs generally seek results
over a pre-set time period indicated in the prospectus or offering circular. That
time period is often one day. As a result, their returns can differ significantly,
both positively and negatively, from that of their benchmark, especially over
investment periods lasting longer than one day. These ETPs use a variety of
derivatives such as futures, options and swaps. These ETPs may give an investor
single or multiple {leveraged) inverse exposure, such as double or triple inverse
exposure. These ETPs are also known as "Short" or "Bear" ETPs.
Leveraged/Inverse; Factor - A multipller that identifies the leverage exposure. A
leveraged fund provides the investor with exposure greater than 100% as
compared to the underlying index. It can also be negative to provide inverse
exposure. It is updated as by Marco Polo XTF as necessary and as stated in the
prospectus.
Leveraged/Inverse: Rebalance Frequency ~ How often the fund or index
rebalances its constituents. leveraged ETPs typically rebalance daily. The data is
updated as necessary to what is stated in the prospectus.

Rafferty Asset Management, LLC.
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APPENDIXC

Data Analysis
The attached exhibits provides additional information regarding investors' use of Direxion ETFs
by calculating the implied holding period (as defined above) during two periods and providing
information regarding the growth of assets for the ETFs.
Exhibit 2 provides the implied holding period calculation for December 1, 2008 to April 30,
2009, for the eight Direxion ETFs that were operational during this period. This was a period of
high volatility for the markets and is utilized by the SEC on its website as a cautionary example
for investors of leveraged ETFs. During this period because of compounding and volatility, each
Underlying Index's returns were positive, but the returns for all but one of the Direxion ETFs
presented were negative. The SEC example assumes that investors held their shares for the
entire period; however, the implied holding period of each ETF's shares ranged from less than
half a day to slightly longer than one day (i.e., 0.44 to 1.14 days}. This data indicates that
shareholders held their shares for a significantly shorter period of time than the entire period.
In other words, based on the implied holding period, it is unlikely that an individual shareholder
had the experience depicted in the SEC' s example.
Exhibit 3 provides the implied holding period calculation for May 1, 2009 to July 31, 2015, for
the same eight Direxion ETFs that were utilized in the first example. For this period, the
cumulative returns for each underlying index were positive and the returns for three of the four
long 3X ETFs exceeded 300% of the cumulative index return. Thus, if a shareholder had held
during the entirety of this period, they would have experienced a spectacular return on their
purchase. However, again as indicated by the implied holding period for each Fund, it is
unlikely that a shareholder held shares for the entire period. The implied holding periods for
the ETFs presented ranged from approximately four days to slightly over one day (i.e., 1.18 to
4.03 days).
This data indicates that investors !n the 3X ETFs understand these products and are using the
products as intended; namely for short-term tactical trading. In fact, because the implied
holding period was less during a period when the securities markets were highly volatile, the
data also indicates that investors have an awareness of the volatility of the markets and
decrease their holding period based on such volatility. Yet as shown by the returns of certain of
these Funds for May l, 2009 to July 31, 2015, it wouJd not be unreasonable for a shareholder to
hold shares in these Funds for longer than one day as long as the shareholder actively monitors
their investment.
Finally, for the period January J., 2011 through December 31, 2015, Exhibit 4 provides
information regarding the growth of all 1940 Act-registered ETFs and, comparatively, the
growth of 1940 Act-registered leveraged ETFs. During the period, total assets in 1940 Act
registered ETFs grew from approximately $1 trillion to approximately $2 trillion during the
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period. In contrast, during the same period, total assets in all 1940 Act-registered leveraged
ETFs grew from only approximately $21 billion to approximately $24 billion. This data supports
the view that the overall market for leveraged ETF is inherently limited. Therefore, even if the
Commission provides a carve out in the proposed rule to permit such strategies by registered
funds, the number of new entrants that are likely to offer leveraged CTFs and the number of
new assets that are likely to flow into leveraged ETFs will lfkely be limited.
Information regarding the data and methodology utilized in the analysis described above is
attached hereto in the Report of S.P. Kothari, Ph.D, the Gordon Y. Billard Professor of
Accounting and Finance at the Sloan School of Management of the Massachusetts Institute of
Technology. See Exhibit 1 to this Appendix C. Rafferty invites the DERA to review the Report
and examine the data, then conduct its own analysis and calculation of the asset growth of
leveraged ETFs and the implied holding period of the 3X ETFs as compared to other investment
vehicles, including unleveraged ETFs.
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Release at 103 and 103 n.229.
Release at 110.

See e.g., James J. Angel et al., Equity Trading in the 21st Century, 1 QUART. J. OF F1N. 1 (Mar. 2011); and
Yannis Bakos, et. al, The Impact of £-Commerce on Competition in the Retail Brokerage Industry, 16 INFORMATION
SYSTEMS RESEARCH 4 (Dec. 2005).

As of the date of this letter, many investors have written comment letters that oppose this effort .t o
eliminate or restrict the leveraged ETFs that currently exist. E.g., Mar. 10, 2016 comment letter of Fei Li; Feb. 22,
2016 comment Jetter of Shreeniwas V. Iyer; Feb. 18, 2016 comment letter of Cavel! Harris-Brandts; Feb. 12, 2016
comment letter of Al Smart; Jan. 27, 2016 comment letter of Mark Gorman; Jan. 27, 2016 comment letter of Jeff
McG; Jan. 21, 2016 comment letter of Arnod P. Lokre; Jan. 20, 2016 comment letter of Robert Croce; Jan. 12, 2016
comment letter of Nate Jones; Jan. 7, 2016 comment letter of John laFave; Jan. 4, 2016 comment letter of Charles
Royce; Dec. 13, 20l5 comment letter of Saumil Patel; and Dec. 12, 2015 comment letter of Hussein Abdulrasool.
See Actively-Managed ETF Concept Release, Investment Company Act Rel. No. 25258 at 7 (Nov. 8, 2001).
6

See Orders infra at notes 8 and 9.
See Appendix A (attached hereto).

6

In the Matter of Rafferty Asset Management, LLC, Investment Company Act Release Nos. 28379 (Sept. 12,
2008) (notice) and 28434 (Oct. 6, 2008) (order).

In the Matter of Rafferty Asset Management, LLC, Investment Company Act Release Nos. 28889 (Aug. 27,
2009) (notice) and 28905 (Sept. 22, 2009) (order). The relief was granted under Section 6{c) of the 1940 Act, which
empowers the SEC to grant exemptions from the Act, or any rule or regulation adopted under the Act, "if and to
the extent such exemption is necessary or appropriate in the public interest and consistent with the protection of
investors and the purposes fairly intended by the policy and provisions" of the Act. As the D.C. Circuit has
recognized, the SEC has generally exercised its authority under Section G(c) "to adjust its provisions to take account
of special situations not foreseen when the [Act} was drafted." NASO v. SEC, 420 F.Zd 83 1 92 (D.C. Cir. 1969),
vacated on other grounds, Investment Co. Inst. v. Compo, 401 U.S. 617 (1971).
lO

Rafferty acknowledges that the proposed rule would allow certain funds to obtain exposures of as much
as 300% of the value of their net assets. In order to rely on this provision of the rule, however, a fund's "full
11
portfolio VaR" would need to be "less than the fund's securities VaR.
The Funds could not satisfy this
requirement. Therefore, this provision of the proposed rule would be inapplicable to them.
11

Reiease at 95.

12

Compare U.S. Commodity Futu;es Trading Commission v. Amu;anth Adviso;s LLC, et al., 0'7 Civ. 5682 (DC)
August 10 1 2009.
13

The Funds take other measures that are designed to address the Commission's other historical concerns
under Section 18(f) related to asset sufficiency. For example, as historica!!y required under Investment Company
Act Release No. 10666, 44 FR 25128 (Apr. 27, 1979), the Funds segregate the amount due to each swap
counterparty on a daily basis. Each Fund's swap contracts require bi-lateral collateralization, meaning swap
counterparties are required to post collateral to each Fund for amounts due to them under the swap c.;ontract due
to changes in the value of the underlying reference assets. Each Fund also utilizes tri-party collateral arrangements
to protect the Fund's interests. Pursuant to such arrangements, the collateral pledged by a Fund under a swap
contract is held by the Fund's custodian in a segregated account rather than directly with a counterparty. Further,
when using swap contracts, each Fund also utilizes several counterparties to limit its counterparty and credit risks.
14

Release at 96.
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15

See Appendix B (attached hereto) (for an example of such disclosure).

16

Rafferty used the December 1, 2008 through April 30, 2009 time period as a basis for its calculations due
to the usage by the SEC of the same time period to develop a cautionary tale for investors about buying and
holding shares of Leveraged and Inverse Funds. "Leveraged and Inverse ETFs: Specialized Products with Extra Risks
for Buy-and-Hold Investors," Securities and Exchange Commission, (Aug. 18, 2009), available at
h 1 · ns~:iLv!.:"!'•S.:ii:c.'r _,;~~_i_;: 11<•_-'i cQ I"L!l dJ5 ile .._, e_:5y,:,~~i·A_- _ ,_· ·_'L,'-~' -l.· :,. Rafferty supports the publication of such cautionary
tales as a way to ward off investors who do not understand the Funds. However, Rafferty does not believe that
such cautionary tales should be the basis for rulemakings, particularly when - as here - based on the implied
holding period data provided in Appendix C (attached hereto), the cautionary tale does not appear to accurately
describe the actual experience of Fund investors.
17

Four of these Direxion ETFs are Leveraged Funds and, therefore, attempt to provide returns that are 300%
of the daily performance of an Underlying Index. The other four Direxion ETFs are Inverse Funds and, therefore,
attempt to provide returns that are 300% the inverse of the daily performance of an Underlying Index.

18

Appendix C also provides an analysis of the performance of the same eight Direxion ETFs from May 1,
2009 through July 31, 2015. During this longer period, three of the four Leveraged Funds provided significant
positive returns which were in excess of three times the performance of their respective Underlying Indices. Thus,
contrary to the narrative spun by the Commission in its Investor Alert (that investors will invariably get "burned" if
they buy and hold 3X ETFs), investors who held these Funds for the over 300 weeks studied would have achieved
spectacular returns. Based on the data provided in Appendix C, Rafferty does not believe any investor actually did
hold throughout the period or achieve such returns. As discussed in the body of the letter, the implied holding
period for each 3X ETF during this period ranged from 1.18 to 4.03 days. Nevertheless, Rafferty believes it is
important for the Commission to understand that holding leveraged ETFs for more than one day is not intrinsically
irrational or necessarily financially catastrophic . As shown by these statistics, holding leveraged ETFs longer term
may be both rational and profitable.
19
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Release at 105.
Release at 105.
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The term "ETP" is a broad term typically used to describe any and all products that trade on an exchange.
See Gordon Rose, "What's the Difference between an ETF and an ETP?" (Mar. 21, 2011), available at
·~.J:lP.:L/y"~\Y.~!.:l?l9.I.~Ji.rJ.5.S:.~r.i:P_~~-'-~'~ji~/!:·~~.. ~::i.0.::.?_1 J"~ ,_,_,. i! 2: (-~~~~-t (: f~:_J~ !ft~r:·1 cc- -r )e !-~~.~ ~J_i::§!_p :.~1.f.:~~~~ ci--a ·-1 ~-p~_;p. ;:: s p:-~.
ETN s
and ETFs are each a different type of ETP.
22

Statement of Julie M. Riewe, in "SEC Charges Investment Adviser and Mutual Fund Board Members with
in
Advisory
Contract
Approval
Process,"
(June
17,
2015),
available
at
httosjjwww . sec .g ov{Q_~",'?)Qre ss re lease/2015 -12 4 . h tm !. Section lS(c) of the 1940 Act requires the independent
directors of the board to evaluate all such information as may reasonably be necessary to evaluate the terms of
any contract whereby a person undertakes to serve as an investment adviser of the fund.
Failures

23

with

Statement of Andrew Ceresney, in "SEC Charges Investment Adviser and Mutual Fund Board Members
Failures
in
Advisory
Contract
Approval
Process,"
{June
17,
2015),
available
at

24
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See "ETN Credit Risk Rears its Ugly Head," Morningstar, (Sept. 18, 2008), available at
tt o: //i rivestors. rno~p} ngst at. t~(>rl)/nevvs/i_:Xn.i-~-c 0~1 ce-1~ ·~ :-:t ~1; "?t:-::-0,t~ KlX<~src!:!~/l or 1~1:DE.ill r g~ ~@.:~=.Q.~-~.-~Jg_..

2015F~nav=no&.rer;:ion"'USA&ct!lture=en -USt~Pr· ad l:ctCode "- 1~1!e&reso 1..;:-ce~ld ,., 25 ~6l:J:.
25

With respect to benchmark indexes of domestic equity securities: 90% of the weight of the index must
have a minimum market value of $75 million; 70% of the weight of the index must have a minimum monthly
trading volume of 250,000 shares or minimum monthly notional volume of $25,000,000 for the last six months; no
one security in the index can exceed 30% of its weight and the five largest positions in the index cannot exceed
65% of the weight of the index; the index must include at least 13 securities (with certain exceptions); and all

Rafferty Asset Management, LLC.
1301 Avenue of the Americas I 35th Floor I New York, NY 10019
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securities in the index must be NMS Stocks, as defined in Rule 600 of Regulation NMS under the 1934 Act.
Similarly, with respect to benchmark indexes of foreign equity securities: 90% of the weight of the index must
have a minimum market value of $100 million; 70% of the weight of the index must have a minimum global
monthly trading volume of 250,000 shares or minimum global monthly notional volume of $25,000,000 for the last
six months; no one security in the index can exceed 25% of its weight and the five largest positions in the index
cannot exceed 60% of the weight of the index; the index must include at least 20 securities (with certain
exceptions); and all securities in the index must be listed and traded on an exchange with last-sale reporting. With
respect to fixed income benchmark indexes: 75% of the weight of the index must have a minimum original
principal amount outstanding of $100 million or more; except for U.S. Treasury and agency securities, no one
security in the index can exceed 30% of its weight and the five largest positions in the index cannot exceed 65% of
the weight of the index; the index must include at least 13 unaffiliated securities {with certain exceptions); and at
least 90% of the weight of the index must be securities a) from issuers that are required to file reports pursuant to
Sections 13 and 15(d) of the Securities Exchange Act of 1934; b) from issuers that have a worldwide market value
of its outstanding common equity held by non-affiliates of $700 million or more; c) from issuers that have
outstanding securities that are notes, bonds debentures, or evidence of indebtedness having a total remaining
principai amount of at least $1 biiiion; di exempted securities as defined in Section 3(a)(12) of the Securities
Exchange Act of 1934; or e) from issuers that are a government of a foreign country or a political subdivision of a
foreign country. E.g., NYSE Arca Equities Rule 5.2UJ(3) (generic listing standards for index-based ETFs).
26

See, e.g., Appendix B (attached hereto).
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Further, Rafferty supports the provisions of the proposed nJli; that require the adoption and
implementation of a written derivatives risk management program, including the requirements that a fund board
approve and oversee it and that an individual be designated to oversee it.
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Statement of Commissioner Michael S. Piwowar, in ''Dissenting Statement at Open Meeting on Use of
Derivatives by Registered Investment Companies and Business Development Companies," (Dec. 11, 2015),

Rafferty Asset Management, LLC.
1301 Avenue of the Americas I 35th Floor I New York, NY 10019
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Exhibit 1
Report of S.P. Kothari, Ph.D.

l.

I am the Gordon Y Billard Professor of Accounting & Finance at the Sloan School of
Management of the Massachusetts Institute of Technology ("MIT"). I have published
numerous academic articles in the areas of accounting, finance, and economics and have
co-edited two books titled Financial Statement Analysis, published by McGraw-Hill,
and Contemporary Accounting Research, published by North-Holland Publishing.

2.

I have been retained by Rafferty Asset Management, LLC, and have been asked to
compute implied holding periods for select pairs of the company ' s leveraged and
inverse leveraged ETFs during the periods from December l, 2008 to April 30, 2009
and May 1, 2009 to July 31, 2015. Exhibits 2 and 3 contain this analysis. In addition, I
have been asked to examine the growth in leveraged and inverse leveraged ETFs during
the past five years in comparison to growth in the ETF market generally. Exhibit 4
contains this analysis.

3.

Using data from Bloomberg, I calculate the implied holding period as daily shares
outstanding divided by daily share trading volume. This ratio provides an estimate of
the number of days it would take for all of an ETF's shares to be turned over (i.e.,
bought and sold). For example, if an ETF had 10 million shares outstanding and trading
volume on a particular day were 2 million shares, its implied holding period would be
five days, meaning that it would take an estimated five days of 2 million shares being
traded per day for the IO million shares outstanding to be turned over. No claim is
made that on each of these five days a distinct set of 2 million shares is traded. That is,

77 Massachusetts Aven ue. 8uilding E.62-662. Cambridge MA 02139-4307 USA
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it is possible that some shares are traded in less than five days and others in more than
five days, but on average, a share is held for five days before being traded.
As seen in Exhibit 2, the cumulative buy-and-hold returns for both Direxion's leveraged

4.

and inverse leveraged ETFs during the period December 1, 2008 to April 30, 2009
differed from their respective benchmark indices. This pattern reflects not only the
design of these products to produce a given leveraged return versus a benchmark index
on a daily basis but also the volatile conditions in the financial markets at this time. As
also seen in Exhibit 2, the average implied holding periods for these ETFs during this
period are extremely short, ranging from 0.44 to I. l 4 days. Collectively, these statistics
indicate that investors in these ETFs, on average, hold their shares for a day (or under in
most cases).
5.

The analysis in Exhibit 3 is identical to Exhibit 2, except it covers a later and more
extensive time period - May l, 2009 to July 31 , 2015. Exhibit 3 shows, as in Exhibit 2,
that the cumulative

buy-and~hold

returns for both Direxion 's leveraged and inverse

leveraged ETFs during this period differed from their respective benchmark indices.
However, uniike in Exhibit 2, the data from Exhibit 3 reveai that it is possible for
Direxion's leveraged and inverse leveraged ETFs to exceed the cumulative buy-and
hold returns on their underlying benchmark indices by more than their leverage factors.
For exampie, the company's S&P 500 Bull 3X ETF delivered over five times the
performance of the S&P 500 Index during this period (1005.56% versus 174.85%). As
also seen in Exhibit 3, the average implied holding periods for these ETFs during this
period continue to be extremely short, ranging from 1.18 to 4.03 days. Lastly, Exhibit 3
2
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shows that changes in shares outstanding for these ETFs during this period are inversely
correlated with cumulative buy-and-hold returns.
6.

Exhibit 4 provides information on the growth in net assets during the last five years in
all ETFs registered under the Investment Company Act of 1940 and all such leveraged
and inverse leveraged ETFs. This exhibit highlights the recent significant growth in the
ETF market, with net assets doubling from a little under $1 trillion in 2011 to
approximately $2 trillion in 2015. This exhibit also shows that leveraged and inverse
leveraged ETFs, with net assets averaging around $23 billion during this period, make
up a small portion of the overall ETF market. Despite the fact leveraged and inverse
leveraged ETFs experienced growth in net assets during the last five years, it was not
sufficient to keep pace with growth in the ETF market generally. Collectively, these
statistics suggest that leveraged and inverse leveraged ETFs are a niche product with
modest growth prospects within the much broader ETF market.

S.P. Kothari

March 28, 2016
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Exhibit 2
Total Return and Implied Holding Period for Select Oirexion Leveraged ETFs - December l, 2008 to April 30, 2009

Average
Cumulative

Cumulative

ETF Return

Implied Holding Period
(#days)
0.78
0.44

Name
Direxion Daily S&P 500 Bull 3X
Direxion Daily S&P 500 Bear 3X

SPXL

7.72%

SPXS

-48.58%

Index Return
8.19%
8.19%

Direxion Dally Small Cap Bull 3X

TNA

Direxion Daily Small Cap Bear 3X

TZA

13.75%
-68.30%

17.81%
17.81%

0.79
0.44

-53.34%
-89.61%

8.36%
8.36%

0.44

Ticker

Direxion Daily Financial Bull 3X

FAS

Direxion Daily Financial Bear 3X

FAZ

Direxion Daily Energy Bull 3X
Direxion Daily Energy Bear 3X

rnv

C:f\A

-22.55%

3.03%

1.14

ERV

-39.85%

3.03%

0.58

0.65

Notes and Sources:
Data from Bloomberg. Variabie names in brackets.

ETF and index returns are calculated by cumulating daily total return [DAY_TO_DAY_TOT_RETURN_GROSS_DVDSJ.
Implied holding period Is calculated as daily shares outstanding !EQY_SH_OUT] divided by daily share trading volume
fPX_ VOLUME].

Exhibit 3
Total Return, Implied Holding i'erlod, and Change In Shares Outstanding for Select Direxlon leveraged ITTs - May 1, 2009 to July 31, l015

Cumulative

ETF Return

Cumulative
Index Return
174.85%
174.85%

Average
Implied Holding Period
(#days)
3.16
4.03

Percentage Change in

Name
Direxion Daily S&P 500 Bull 3X
Direxion Daily S&P 500 Bear 3X

Ticker
SPXL

SPXS

1005.56%
-98.42%

Oirexion Daily Small Cap Bull 3X
Direxion Daily Small Cap Bear 3X

TNA
TZA

683.70%
-99.45%

176.04%
176.04%

2.48

-41%
45213%

Oirexion Daily Financial Bull 3X
Direxion Daily Financial Bear3X

FAS
FAZ

515.44%
-99.38%

165.25%
165.25%

3.73
3.74

-80%
2859%

Direxion Oaily Energy Bull 3X
Direxion Daily Energy Bear 3X

ERX

66.38%
-97.09%

72.27%
Tl.27%

3.99
3.89

144%
5269%

ERY

1.18

Shares Outstanding
-81%
4603%

Notes and Sourc!i:s:
Data from Bloomberg. Variable names in brackets.
ETF and Index returns are calculi'lted by cumulating daily total return [DAY_TO_DAY_TOT_RETURN~GROSS_DVDS].
Implied holding period is calculated as daily shares outstanding [EQY_SH_OUT] divided by daily share trading volume (PX_VOLUME] and is
averaged across all days between May 1, 2009 and July 31, 2015,
Percentage change in shares outstanding is calculated as (shares outstanding on July 31, 2015 - shares outstanding on May 1, 2009) /
shares outstanding on May 1, 2009, using daily shares outstanding [SO Index for relevant ETF].

Exhibit 4
Total Vear-End Net Assets ($ Billions)

All 1940 Act ETFs
AH 1940 Act Leveraged ETFs

1,217

2013
1,611

1,918

2015
2,052

19

26

24

24

2011

2012

939

21

Notes and Sources:
1940 Act ETFs are registered under the Investment Company Act of 1940.

Data on all ETFs from Investment Company Institute.
Data on all leveraged ETFs from Morningstar.
leveraged includes both leveraged and inverse leveraged ETFs.
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Summary Prospectus
Direxion Shares ETF Trust

Direxion Daily Financial Bull 3X Shares
Ticker: FAS
Listed on NYSE Arca

Before you invest, you may want to review the Fund's prospectus, which contains more information about the Fund and its
risks. You can find the Fund's prospectus and other information about the Fund, including the Fund's statement of additional
information and shareholder report, online at http://www.direxioninvestments.com/regulatory-documents. You can also get
this information at no cost by calling Fund Investor Services at 866-476-7523 or by sending an e-mail request to info@direxionshares.com,
or from your financial intermediary. The Fund's prospectus and statement of additional information, both dated February 29, 2016,
and the most recent shareholder report, are incorporated by reference into this Summary Prospectus.
Important Information Regarding the Fund
The Direxion Daily Financial Bull 3X Shares ("Fund") seeks
daily leveraged investment results. The pursuit of daily
leveraged goals means thatthe Fund is riskier than alternatives
that do not use leverage because the Fund's objective is
to magnify the performance of an underlying index. The
pursuit of daily leveraged investment goals means that the
return of the Fund for a period longer than a full trading
day may have no resemblance to 300% of the return of its
underlying index for such longer period because the
aggregate return of the Fund is the product of the series
of each trading day's daily leveraged returns. During periods
of market volatility, the volatility of the underlying index
may affect the Fund's return as much as or more than the
return of the underlying index. Further, the return for investors
that invest for periods less than a full trading day or for a
period different than a trading day will not be the product
of the return of the Fund's stated investment objective and
the performance of the underlying index for the full trading
day.
Investment Objective
The Fund seeks daily investment results, before fees and
expenses, of 300% of the performance of the Russell
1000 Financial Services Index. The Fund seeks daily
leveraged investment results and does not seek to achieve

its stated investment objective over a period of time greater
than one day. The Fund is different and much riskier than
most exchange-traded funds.
The Fund is designed to be utilized only by knowledgeable
investors who understand the potential consequences of
seeking daily leveraged investment results, understand the
risks associated with the use of leverage and are willing
to monitor their portfolios frequently. The Fund seeks daily
leveraged investment results relative to the Index and is
different and riskier than similarly benchmarked exchange
traded funds that do not use leverage. Therefore, the Fund
is not intended to be used by, and is not appropriate for,
investors who do not intend to actively monitor and manage
their portfolios.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may
pay if you buy or hold shares of the Fund ("Shares"). Investors
purchasing shares in the secondary market may pay costs
(including customary brokerage commissions) charged by
their broker.
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Annual Fund Operating Expenses (expenses that you pay
each year as a percentage of the value of your investment)
Management Fees
Distribution and/or Service (12b-1) Fees
Other Expenses of the Fund
Acquired Fund Fees and Expenses

0.75%
0.00%
0.19%
0.02%

Total Annual Fund Operating Expenses
Expense Cap/Reimbursement( 1l

0.96%
0.01%

Total Annual Fund Operating Expenses After
Expense Cap/Reimbursement

0.97%

<1>

Rafferty Asset Management, LLC ("Rafferty" or the " Adviser")
has entered into an Operating Expense Limitation Agreement
with the Fund. Under the Operating Expense Limitation Agreement,
Rafferty has contractually agreed to cap all or a portion of its
management fee and/or reimburse the Fund for Other Expenses
through September 1, 2017, to the extent that the Fund's Total
Annual Fund Operating Expenses exceed 0.95% of the Fund's daily
net assets (excluding, as applicable, among other expenses,
management fees, Rule 12b-1 distribution and/or service fees,
Management Services Fees, any front-end or contingent deferred
sales loads, taxes, swap financing and related costs, acquired fund
fees and expenses, dividends or interest on short positions, other
interest expenses, brokerage commissions, expenses incurred in
connection with any merger or reorganization and extraordinary
expenses such as litigation or other expenses outside the typical
day-to-day operations of the Fund).
Any expense cap is subject to reimbursement by the Fund within
the following three years only if overall expenses fall below these
percentage limitations. This agreement may be terminated or
revised at any time with the consent of the Board of Trustees.

Example - This example is intended to help you compare
the cost of investing in the Fund with the cost of investing
in other mutual funds. The example assumes that you invest
$10,000 in the Fund forthe time periods indicated and then
redeem all of your shares at the end of those periods. The
example also assumes that your investment has a 5% return
each year and that the Fund's operating expenses remain
the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:
1 Year

3 Years

5 Years

10 Years

$1, 179
$99
$307
$532
Portfolio Turnover
The Fund pays transaction costs, such as commissions, when
it buys and sells securities (or "turns over" its portfolio). A
higher portfolio turnover rate may indicate highertransaction
costs and may result in higher taxes when Fund shares are
held in a taxable account. These costs, which are not reflected

Direxion Daily Financial Bull 3X Shares

The Fund seeks to remain fully invested at all times consistent
iNith its stated investment objective. At the close of the
markets each trading day, Rafferty positions the Fund's
portfolio so that its exposure to the Index is consistent with
the Fund's investment objective. The impact of the Index's
movements during the day will affect whether the Fund's
portfolio needs to be re-positioned. For example, if the Index
has risen on a given day, net assets of the Fund should rise,
meaning that the Fund's exposure will need to be increased.
Conversely, ifthe Index has fallen on a given day, net assets
of the Fund should fall, meaning the Fund's exposure will
need to be reduced. This re-positioning strategy typically
results in high portfolio turnover.

in Annual Fund Operating Expenses or in the example, affect
the Fund's performance. During the most recent fiscal year,
the Fund's portfolio turnover rate was 6% of the average
value of its portfolio. However, this portfolio turnover rate
is calculated without regard to cash instruments or derivative
transactions. If the Fund's extensive use of derivatives was
reflected, the Fund's portfolio turnover rate would be
significantly higher.
Principal Investment Strategy
The Fund, under normal circumstances, creates long positions
by investing at least 80% of its assets in the securities that
comprise the Russell 1000® Financial Services Index ("Index")
and/or financial instruments that provide leveraged and
unleveraged exposure to the Index. These financial
instruments include: swap agreements; futures contracts;
options; reverse repurchase agreements; exchange-traded
funds ("ETFs"); and other financial instruments. On a
day-to-day basis, the Fund invests the remainder of its assets
in money market funds, depository accounts with institutions
with high quality credit ratings or short-term debt instruments
that have terms-to-maturity of less than 397 days and exhibit
high quality credit profiles, including U.S. government
securities and repurchase agreements.

Because of dai!y rebalancing and the compounding of each
day's return over time, the return of the Fund for periods
longer than a single day will be the result of each day's
returns compounded over the period, which will very likely
differ from 300% of the return of the Index over the same
period. The Fund will lose money if the Index performance
is flat over time, and as a result of daily rebalancing, the
index's volatility and the effects of compounding, it is even
possible that the Fund will lose money over time while
the Index's performance increases.
Principal Investment Risks
An investment in the Fund entails risk. The Fund could lose
money or its performance could trail that of other investment
alternatives. Rafferty cannot guarantee that the Fund \•;ii!
achieve its leveraged investment objective. In addition, the
Fund presents some risks not traditionally associated with
most mutual funds and ETFs. It is important that investors
closely review all of the risks listed below and understand
how these risks interrelate before making an investment
in the Fund. Turbulence in financial markets and reduced
liquidity in equity, credit and fixed income markets may
negatively affect many issuers worldwide, which could have
an adverse effect on the Fund. There is the risk that you
could lose all or a portion of your money invested in the
Fund.

The Index is a subset of the Russell 1000® Index that measures
the performance of the securities classified in the financial
services sector of the large-cap U.S. equity market..As of
December 31. 2015; the Index had an average market
capitalization of $16.8 billion and a median market
capitalization of $6.7 billion. The companies included in
the Index had capitalizations ranging from $406.4 million
to $253.3 billion as of December 31, 2015. The companies
included in the Index were concentrated in the financials
sector as of December 31, 2015.
The Frank Russell Company is not a sponsor of, or in any
way affiliated with, the Fund.
The components of the Index and the percentages
represented by various sectors in the Index may change over
time. The Fund will concentrate its investment (i.e., hold
25% or more of its total assets in the stocks of a particular
industry or group of industries) in a particular industry or
group of industries to approximately the same extent as
the Index is so concentrated.

Aggressive Investment Techniques Risk - The Fund uses
investment techniques that may be considered aggressive
and may entail significantly higher than normal risk. Risks
associated with the use of swaps, futures and forward
contracts, and options include potentially dramatic price
changes (losses) in the value of the instruments and imperfect
correlations between the price of the contract and the
underlying security or index. These instruments may increase
the volatility of the Fund and may involve a small investment
of cash relative to the magnitude of the risk assumed.

The Fund may gain leveraged exposure to the Index by
utilizing other ETFs or swaps on ETFs that track the same
Index or a substantially similar index as the Fund. At times,
however; the Fund will utilize other derivatives and investment
strategies which may include gaining leveraged exposure
to only a representative sample of the securities in the Index
that have aggregate characteristics similar to those of the
Index. The Fund gains this exposure either by directly investing
in the underlying securities of the Index or by investing in
derivatives that provide leveraged exposure to those securities.
Derivatives are financial instruments that derive value from
the underlying reference asset or assets, such as stocks, bonds,
or funds (including ETFs), interest rates or indexes. The Fund
invests in derivatives as a substitute for investing directly
in a security in order to gain leveraged exposure to the Index
or its components.

Summary Prospectus

Counterparty Risk - The Fund may invest in Financial
Instruments involving counterparties for the purpose of
attempting to gain exposure to a particular group of securities
or an asset class without actually purchasing those securities
or investments. The use of Financial Instruments, such as
swap agreements, involves risks that are different from those
associated with ordinary portfolio securities transactions.
For example, the Fund is exposed to the risk that the
counterparty may be unwilling or unable to make timely
payments to meet its contractual obligations or may fail
to return holdings that are subject to the agreement with

2

Direxion Daily Financial Bull 3X Shares

between the value of the underlying reference assets and
the derivative, which may prevent the Fund from achieving
its investment objective. Because derivatives often require
only a limited initial investment, the use of derivatives may
expose the Fund to losses in excess of those amounts initially
invested.

the counterparty. If the counterparty becomes bankrupt
or defaults on its payment obligations to the Fund, the Fund
may not receive the full amount it is entitled to receive. In
addition, the Fund may enter into swap agreements that
involve a limited number of counterparties, which may
increase the Fund's exposure to counterparty credit risk.
The Fund does not specifically limit its counterparty risk
with respect to any single counterparty. Further, there is
a risk that no suitable counterparties are willing to enter
into, or continue to enter into, transactions with the Fund
and, as a result, the Fund may not be able to achieve its
leveraged investment objective.

The Fund may use a combination of swaps on the Index
and swaps on an ETF whose investment objective is to track
the performance of the same or a substantially similar Index.
The performance of this underlying ETF may not track the
performance of the Index due to fees and other costs borne
by the ETF and other factors. Thus, to the extent that the
Fund invests in swaps that use an ETF as an underlying
reference asset, the Fund may be subject to greater correlation
risk and may not achieve as high a degree of correlation
with the Index as it would ifthe Fund used swaps that utilized
the Index as an underlying reference asset. Any financing,
borrowing or other costs associated with using derivatives
may also have the effect of lowering the Fund's return.
Moreover, if the Index has a dramatic intra day move that
causes a material decline in the Fund's net assets, the terms
of a swap agreement between the Fund and its counterparty
may permit the counterparty to immediately close out the
swap transaction with the Fund. In that event, the Fund
may be unable to enter into another swap agreement or
invest in other derivatives to achieve the desired exposure
consistent with the Fund's investment objective. This may
prevent the Fund from achieving its leveraged investment
objective, even if the Index reverses all of a portion of its
movement.

Daily Index Correlation/Tracking Risk- There is no guarantee
that the Fund will achieve a high degree of correlation to
the Index and therefore achieve its daily leveraged investment
objective. To achieve a high degree of correlation with the
Index, the Fund seeks to rebalance its portfolio daily to keep
leverage consistent with its daily leveraged investment
objective. The Fund may have difficulty achieving its daily
leveraged investment objective due to fees, expenses,
transactions costs, financing costs related to the use of
derivatives, income items, valuation methodology, accounting
standards and disruptions or illiquidity in the markets for
the securities or derivatives held by the Fund. Market
disruptions, regulatory restrictions or extreme volatility will
also adversely affect the Fund's ability to adjust exposure
to the required levels. The Fund may not have investment
exposure to all securities in the Index, or its weighting of
investment exposure to such stocks or industries may be
different from that of the Index. In addition, the Fund may
invest in securities or financial instruments not included in
the Index. The Fund may be subject to large movements
of assets into and out of the Fund, potentially resulting in
the Fund being over- or under-exposed to the Index. In
addition, the target amount of portfolio exposure to the
Index is impacted dynamically by the Index's movement.
Because of this, it is unlikely that the Fund will be perfectly
exposed to the Index at the end of each day. The possibility
of the Fund being materially over- or under-exposed to the
Index increases on days when the Index is volatile near the
close of the trading day. Activities surrounding periodic Index
reconstitutions and other Index rebalancing or reconstitution
events may hinderthe Fund'sabilityto meet its daily leveraged
investment objective.

In addition, the Fund's investments in derivatives are subject
to the following risks:

• Swap Agreements. Swap agreements are entered into
primarily with major global financial institutions for a
specified period which may range from one day to more
than one year. In a standard swap transaction, two parties
agree to exchange the return (or differentials in rates
of return) earned or realized on particular predetermined
reference assets or underlying securities or instruments.
The gross return to be exchanged or swapped between
the parties is calculated based on a notional amount
or the return on or change in value of a particular dollar
amount invested in a basket of securities representing
a particular index. Swaps are particularly subject to
counterparty, valuation and leveraging risks.

Derivatives Risk - The Fund's investments in derivatives
may pose risks in addition to and greaterthan those associated
with directly investing in securities or other investments,
including risk related to leverage, imperfect daily correlations
with underlying investments or the Fund's other portfolio
holdings, higher price volatility, lack of availability,
counterparty risk, liquidity, valuation and legal restrictions.
The use of derivatives is a highly specialized activity that
involves investment techniques and risks different from those
associated with ordinary portfolio securities transactions.
The use of derivatives may result in larger losses or smaller
gains than directly investing in the underlying securities.
Investments in such derivatives may generally be subject
to market risks that may cause their prices to fluctuate over
time and may increase the volatility of the Fund. When the
Fund uses derivatives, there may be imperfect correlation
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• Futures Contracts. Futures contracts are typically exchange
traded contracts that call for the future delivery of an
asset at a certain price and date, or cash settlement of
the terms of the contract. There may be an imperfect
correlation between the changes in market value of the
securities held by the Fund and the prices of futures
contracts. There may not be a liquid secondary market
for the futures contracts. In addition, there is a risk that
the Fund may not be able to enter into a closing
transaction due to an illiquid market. Exchanges may
also limit the number of positions that can be held or
controlled by the Fund or the Adviser, thus limiting the
ability of the Fund to implement its leveraged investment
strategy. Futures markets are highly volatile and the use
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d) financing rates associated with leveraged exposure; e)
other Fund expenses; and f) dividends or interest paid with
respect to securities in the Index. The chart below illustrates
the impact of two principal factors - Index volatility and
Index performance - on Fund performance. The chart shows
estimated Fund returns for a number of combinations of
Index volatility and Index performance over a one-year period.
Performance shown in the chart assumes that: (i) no dividends
were paid with respecttothe securities included in the Index;
(ii) there were no Fund expenses; and (iii) borrowing/lending
rates (to obtain leveraged exposure) of 0% . If Fund expenses
and/or actual borrowing/lending rates were reflected, the
estimated returns would be different than those shown .
As shown in the chart below, the Fund would be expected
to lose 17.1 % if the Index provided no return over a one
year period during which the Index experienced annualized
volatility of 25%. If the Index's annualized volatility were
to rise to 75%, the hypothetical loss for a one year period
for the Fund widens to approximately 81.5%.

of futures may increase the volatility of the Fund. Futures
are also subject to leverage and liquidity risks .

• Options. Options give the holder of the option the right
to buy (or sell) a position in a security to the writer of
the option, at a certain price. There may be an imperfect
correlation between the prices of options and movements
in the price of the securities (or indices) used for cover
which may cause the Fund not to achieve its leveraged
investment objective. Exchanges may limit the number
of positions that can be held or controlled by the Fund
or the Adviser, thus limiting the ability of the Fund to
implement its investment strategy. Options are also subject
to leverage and liquidity risks.
Early Close/Trading Halt Risk - An exchange or market
may close or issue trading halts on specific securities, or the
ability to buy or sell certain securities or financial instruments
may be restricted, which may result in the Fund being unable
to buy or sell certain securities or financial instruments. In
such circumstances, the Fund may be unable to rebalance
its portfolio, may be unable to accurately price its investments
and/or may incur substantial trading losses.

At higher ranges of volatility, there is a chance of a near
complete loss of value in the Fund, even if the Index is flat.
For instance, if the Index's annualized volatility is 100%,
the Fund would be expected to lose 95% of its value, even
if the cumulative Index return for the year was 0%.

Effects of Compounding and Market Volatility Risk - The
Fund does not attempt to, and should not be expected to,
provide returns which are 300%, before fees and expenses,
of the return of the Index for periods other than a single
day. The Fund rebalances its portfolio on a daily basis,
increasing exposure in response to the Index's daily gains
or reducing exposure in response to the Index's daily losses.
This means that for a period longer than one single day,
the pursuit of a daily investment objective may result in
daily leveraged compounding. It also means that the return
of the Index over a period of time greater than one single
day multiplied by the Fund's daily target of 300% generally
will not equal the Fund's performance over that same period.
If adverse daily performance of the Index reduces the amount
of a shareholder's investment, any further adverse daily
performance will lead to a smaller dollar loss because the
shareholder's investment had already been reduced by the
prior adverse performance. Equally, however, if favorable
daily performance of the Index increases the amount of a
shareholder's investment, the dollar amount !ost due to future
adverse performance will increase correspondingly.
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Th e Index's annualized historical volatility rate for the five
year period ended December 31, 201Swas17.11 %. The Index's
highest volatility rate for any one calendar year during the
five-year period was 32.39% and volatility for a shorter period
of time may have been substantially higher. The Index's
annualized performance for the five-year period ended
December 31, 2015 was 11 .50%. Historical Index volatility
and performance are not indications of what the Index
volatility and performance will be in the future. The volatility
of ETFs or instruments that reflect the value of the Index,
such as swaps, may differ from the volatility of the Index.

As a result, over time, the cumulative percentage increase
or decrease in the value of the Fund's portfolio may diverge
significantly from the cumulative percentage increase or
decrease of 300% of the return of the Index due to the
compounding effect of losses and gains on the returns of
the Fund. It also is expected that the Fund's use of leverage
will cause the Fund to underperform 300% of the return
of the Index in a trendless or flat market. The effect of
compounding becomes more pronounced on the Fund's
performance as the Index experiences volatility. The Index's
volatility rate is a statistical measure of the magnitude of
fluctuations in the returns of the Index.

For information regarding the effects of volatility and Index
performance on the long-term performance of the Fund,
see "Additional Information Regarding Investment
Techniques and Policies" in the Fund's statutory prospectus,
and "Special Note Regarding the Correlation Risks of the
Funds" in the Fund's Statement of Additional
Information.

The chart below provides examples of how Index volatility
could affect the Fund's performance. Fund performance
for periods greater than one single day can be estimated
given any set of assumptions for the following factors: a)
Index volatility; b) Index performance; c) period of time;
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Equity Securities Risk - Investments in and/or exposure
to publicly issued equity securities, including common stocks,
in general are subject to market risks that may cause their
prices to fluctuate over time. Fluctuations in the value of
equity securities in which the Fund invests will cause the
net asset value of the Fund to fluctuate.

not including the cost of financing the portfolio and the
impact of operating expenses, which would further lower
your investment. The Fund could theoretically lose an amount
greater than its net assets in the event of an Index decline
of more than 33%. Further, purchasing shares during a day
may result in greaterthan 300% exposure to the performance
of the Index if the Index declines between the close of the
markets on one trading day and before the close of the
markets on the next trading day.

Financials Sector Risk - The Fund may invest in, and/or
have exposure to, financial services companies. Performance
of companies in the financials sector may be materially
impacted by many factors, including but not limited to,
government regulations, economic conditions, credit rating
downgrades, changes in interest rates and decreased liquidity
in credit markets. Profitability of these companies is largely
dependent on the availability and cost of capital, and can
fluctuate significantly when interest rates change. Credit
losses resulting from financial difficulties of borrowers also
can negatively impact the sector. This sector has experienced
significant losses in the recent past, and the impact of more
stringent capital requirements and recent orfuture regulation
on any individual company of the sector as a whole cannot
be predicted .

To fully understand the risks of using leverage in the Fund,
see "Effects of Compounding and Market Volatility Risk"
above.

Liquidity Risk - Some securities held by the Fund, including
derivatives, may be difficult to sell or illiquid, particularly
during times of market turmoil. Markets for securities or
financial instruments could be disrupted by a number of
events, including but not limited to, an economic crisis, natural
disasters, new legislation or regulatory changes inside or
outside the U.S. Illiquid securities also may be difficult to
value. If the Fund is forced to sell an illiquid security at an
unfavorable time or at a price that is lower than Rafferty's
judgment of the security's true market value, the Fund may
be forced to sell the security at a loss. Such a situation may
prevent the Fund from limiting losses, realizing gains or
achieving a high correlation with the Index, thus materially
affecting Fund performance.

Intra-Day Investment Risk - The Fund seeks leveraged
investment results from the close of the market on a given
trading day until the close of the market on the subsequent
trading day. The exact exposure of an investment in the
Fund intra day in the secondary market is a function of the
difference between the value of the Index at the market
close on the first trading day and the value of the Index
at the time of purchase. If the Index gains value, the Fund's
net assets will rise by the same amount as the Fund's exposure.
Conversely, if the Index declines, the Fund's net assets will
decline by the same amount as the Fund's exposure. Since
a Fund starts each trading day with exposure which is 300%
of its net assets, a change in both the exposure and the
net assets of the Fund by the same absolute amount results
in a change in the comparative relationship of the two . As
an example (using simplified numbers), ifthe Fund had $100
in net assets at the market close, it would seek $300 of
exposure to the next trading day's Index performance . If
the Index rose by 1 % by noon the following trading day,
the exposure of the Fund will have risen by 1 % to $303
and the net assets will have risen by that $3 gain to $103.
With net assets of $103 and exposure of $303, a purchaser
at that point would be receiving 294% exposure of her
investment instead of 300%.

Market Risk - The Fund is subject to market risks that
can affect the value of its shares. These risks include political,
regulatory, market and economic developments, including
developments that impact specific economic sectors, industries
or segments of the market.
Money Market Instrument Risk - The Fund may use a
variety of money market instruments for cash management
purposes, including money market funds, depositary accounts
and repurchase agreements. Money market funds may be
subject to credit risk with respect to the short-term debt
instruments in which they invest. Depository accounts may
be subject to credit risk with respecttothe financial institution
in which the depository account is held. Repurchase
agreements are contracts in which a seller of securities agrees
to buy the securities back at a specified time and price.
Repurchase agreements may be subject to market and credit
risk related to the collateral securing the repurchase
agreement. There is no guarantee that money market
instruments will maintain a stable value, and they may lose
money.

Investment Risk- An investment in the Fund is not a deposit
in a bank and is not insured or guaranteed by the Federal
Deposit Insurance Corporation or any other government
agency. When you sell your Shares, they could be worth
less than what you paid for them.

Non-Diversification Risk - The Fund is non -diversified,
which means it invests a high percentage of its assets in a
limited number of securities. A non-diversified fund's net
asset value and total return may fluctuate more or fall greater
in times of weaker markets than a diversified mutual fund.

Leverage Risk - To achieve its daily investment objective,
the Fund obtains investment exposure in excess of its assets
by utilizing leverage and may lose more money in market
conditions that are adverse to its investment objective than
a fund that does not utilize leverage. If you invest in the
Fund, you are exposed to the risk that a decline in the daily
performance of the Index will be leveraged. This means
that your investment in the Fund will be reduced by an
amount equal to 3% for every 1 % daily decline in the Index,
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Other Investment Companies (including ETFs) Risk 
The Fund may invest in, and/or have exposure to, the securities
of other investment companies, including ETFs, which may
involve duplication of advisory fees and certain other
expenses. By investing in another investment company or
ETF, the Fund becomes a shareholder of that investment
company or ETF. As a result, Fund shareholders indirectly
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Special Risks of Exchange-Traded Funds

bearthe Fund's proportionate share of the fees and expenses
paid by shareholders of the other investment company or
ETF, in addition to the fees and expenses Fund shareholders
bear in connection with the Fund's own operations. As a
shareholder, the Fund must rely on the investment company
or ETF to achieve its investment objective. The Fund's
performance may be magnified positively or negatively by
virtue of its investment in other investment companies or
ETFs. If the investment company or ETF fails to achieve its
investment objective, the value of the Fund's investment
will decline, thus affecting the Fund's performance. In
addition, because closed-end investment companies and
ETFs are listed on national stock exchanges and are traded
like stocks on an exchange, their shares potentially may
trade at a discount or a premium. Investments in such shares
may be subject to brokerage and other trading costs, which
could result in greater expenses to the Fund. Finally, because
the value of closed-end investment company or ETF shares
depends on the demand in the market, the Adviser may
not be able to liquidate the Fund's holdings in those shares
at the most optima! time, adversely affecting the Fund's
performance.

Trading Issues. Trading in Shares on an exchange may be
halted due to market conditions or for reasons that, in the
view of that exchange, make trading in Shares inadvisable,
such as extraordinary market volatility or other reasons.
There can be no assurance that Shares will continue to meet
the listing requirements of the exchange on which they
trade, and the listing requirements may be amended from
time to time.
Market Price Variance Risk. Individual Shares of the Fund
that are listed for trading on an exchange can be bought
and sold in the secondary market at market prices. The market
prices of Shares will fluctuate in response to changes in net
asset value and supply and demand for Shares. The Adviser
cannot predict whether Shares will trade above, below or
at their net asset value. Given the fact that Shares can be
created and redeemed in creation units, the Adviser believes
that large discounts or premiums to the net asset value of
Shares should not be sustained. There may, however, be
times when the market price and the net asset value vary
significantly and you may pay more than net asset value
when buying Shares on the secondary market, and you may
receive less than net asset value when you sell those Shares.
The Fund's investment results are measured based upon
the daily net asset value of the Fund over a period of time.
Investors purchasing and selling Shares in the secondary
market may not experience investment results consistent
with those experienced by those creating and redeeming
directly with the Fund. There is no guarantee that an active
secondary market will develop for Shares of the Fund.

Regulatory Risk - The Fund is subject to the risk that a
change in U.S. law and related regulations will impact the
way the Fund operates, increase the particular costs of the
Fund's operations and/or change the competitive landscape.
Small- and/or Mid-Capitalization Company Risk 
Investing in, and/or having exposure to, the securities of
small- and/or mid-capitalization companies, and securities
that provide exposure to small- and/or mid-capitalization
companies, involves greater risks and the possibility of greater
price volatility than investing in more-established,
larger-capitalization companies. Small- and mid-capitalization
companies often have narrower markets for their goods
and/or services and more limited managerial and financial
resources than larger, more established companies.
Furthermore, those companies often have limited product
lines, services, markets, financial resources or are dependent
on a small management group. In addition, because these
stocks are not well-known to the investing public, do not
have significant institutional ownership and are followed
by relatively few security analysts, there will normally be
less publicly available information concerning these securities
compared to what is available for the securities of larger
companies. Adverse publicity and investor perceptions,
whether based on fundamental analysis, can decrease the
value and liquidity of securities held by the Fund. As a result,
the performance of small- and/or mid-capitalization
companies can be more volatile and they face greater risk
of business failure, which could increase the volatility of
the Fund's portfolio.

Fund Performance
The following performance information provides some
indication of the risks of investing in the Fund by
demonstrating how its returns have varied from calendar
year to calendar year. The bar chart shows changes in the
Fund's performance from calendar year to calendar year.
The table shows how the Fund 's average annual returns
for the one-year, five-year and si nee inception periods com pa re
with those of a broad-based market index for the same
periods. The Fund's past performance, before and after taxes,
is not necessarily an indication of how the Fund wiii perform
in the future. Updated performance is available on the Fund's
website
at
www.direxioninvestments.com/etfs?producttab=performance
or by calling the Fund toll-free at 866-476-7523.
Total Return for the Calendar Years Ended December 31
150.00%

125.94%

50.00%
0.00%
·50 00%
-100.00%
2009

2010

2011

2012

2013

2014

2015

During the period of time shown in the bar chart, the Fund's
highest calendar quarter return was 78.43% forthe quarter
ended September 30, 2009 and its lowest calendar quarter
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return was -77 .69% forthe quarter ended March 31, 2009.
The year-to-date return as of December 31, 2015 was-8.49%.

or an individual retirement account. Distributions or
investments made through tax-deferred arrangements may
be taxed later upon withdrawal. Distributions by the Fund
may be significantly higher than those of most other ETFs.

Average Annual Total Returns (for the periods ended
December 31, 2015)

Payments to Broker-Dealers and Other Financial Intermediaries
If you purchase shares of the Fund through a broker-dealer
or other financial intermediary (such as a bank or financial
advisor), the Fund and/or its Adviser may pay the intermediary
for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing
the broker-dealer or other financial intermediary and your
salesperson to recommend the Fund over another investment.
Ask your salesperson or visit your financial intermediary's
website for more information.

Since
Inception
Return Before Taxes
Return After Taxes on
Distributions
Return After Taxes on
Distributions and Sale of
Fund Shares
Russell 1000® Financial
Services Index (reflects
no deduction for fees,
expenses or taxes)

1 Year

5 Years

( 11 /6/2008)

-8.49%

20.20%

-4.77%

-8.49%

20.20%

-4.82%

-4.81 %

16.55%

-3.52%

0.70%

11.50%

10.43%

After-tax returns are calculated using the historically highest
individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax
returns depend on an investor's tax situation and may differ
from those shown, and after-tax returns are not relevant
to investors who hold their Fund shares through tax-deferred
arrangements, such as 401 (k) plans or individual retirement
accounts. In addition, the" Return After Taxes on Distributions
and Sale of Fund Shares" would be higher if the investor
recognized a capital loss upon the redemption of Fund shares.
Management
Investment Adviser. Rafferty Asset Management, LLC is the
Fund's investment adviser.
Portfolio Managers. The following members of Rafferty's
investment team are jointly and primarily responsible for
the day-to-day management of the Fund:
Portfolio Managers
Paul Brigandi
Tony Ng

Years of Service
with the Fund
Since Inception in
November 2008
Since September
2015

Primary Title
Portfolio Manager
Portfolio Manager

Purchase and Sale of Fund Shares
The Fund's shares are not individually redeemable. The Fund
will issue and redeem Shares only to Authorized Participants
in exchange forthe deposit or delivery of a basket of assets
(securities and/or cash) in large blocks, known as creation
units, each of which is comprised of 50,000 Shares. Retail
investors may only purchase and sell Shares on a national
securities exchange through a broker-dealer and may incur
brokerage costs. Because the Shares trade at market prices
ratherthan net asset value, Shares may trade at a price greater
than net asset value (premium) or less than net asset value
(discount).
Tax Information
The Fund intends to make distributions that may be taxed
as ordinary income or long-term capital gains. Those
distributions will be subject to federal income tax and may
also be subject to state and local taxes, unless you are investing
through a tax-deferred arrangement, such as a 401 (k) plan

Summary Prospectus
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Before you invest, you may want to review the Fund's prospectus, which contains more information about the Fund and its
risks. You can find the Fund's prospectus and other information about the Fund, including the Fund's statement of additional
information and shareholder report, online at http://www.direxioninvestments.com/regulatory-documents. You can also get
this information at no cost by calling Fund Investor Services at 866-476-7523 or by sending an e-mail request to info@direxionshares.com,
or from your financial intermediary. The Fund's prospectus and statement of additional information, both dated February 29, 2016,
and the most recent shareholder report, are incorporated by reference into this Summary Prospectus.
Important Information Regarding the Fund
The Direxion Daily Financial Bear 3X Shares ("Fund") seeks
daily inverse leveraged investment results. The pursuit of
daily inverse leveraged goals means that the Fund is riskier
than alternatives that do not use leverage because the Fund's
objective is to magnify the performance of an underlying
index. The pursuit of daily inverse leveraged investment
goals means that the return of the Fund for a period longer
than a full trading day may have no resemblance to-300%
of the return of its underlying index for such longer period
because the aggregate return of the Fund is the product
of the series of each trading day's daily leveraged returns.
During periods of market volatility, the volatility of the
underlying index may affect the Fund's return as much as
or more than the return of the underlying index. Further,
the return for investors that invest for periods less than a
full troding rloy or for a period different than a trading
day will not be the product of the return of the Fund's stated
investment objective and the performance of the underlying
index for the full trading day.
Investment Objective
The Fund seeks daily investment results, before fees and
expenses, of 300% of the inverse (or opposite) of the
performance of the Russell 1000® Financial Services Index.
The Fund seeks daily inverse leveraged investment results

and does not seek to achieve its stated investment objective
over a period of time greater than one day. The Fund is
different and much riskier than most exchange-traded funds.
The Fund is designed to be utilized only by knowledgeable
investors who understand the potential consequences of
seeking daily inverse leveraged investment results,
understand the risks associated with shorting and the use
of leverage and are willing to monitor their portfolios
frequently. The Fund seeks daily leveraged investment results
relative to the Index and is different and riskier than similarly
benchmarked exchange-traded funds that do not use
leverage, Therefore, the Fund is not intended to be used
by, and is not appropriate for, investors who do not intend
to actively monitor and manage their portfolios.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may
pay if you buy or hold shares ofthe Fund ("Shares"). Investors
purchasing shares in the secondary market may pay costs
(including customary brokerage commissions) charged by
their broker.
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Annual Fund Operating Expenses (expenses that you pay
each year as a percentage of the value of your investment)
Management Fees
Distribution and/or Service (12b-1) Fees
Other Expenses of the Fund
Acquired Fund Fees and Expenses

0.75%
0.00%
0.23%
0.03%

Total Annual Fund Operating Expenses
Expense Cap/Reimbursement(1l

1.01 %
-0.03%

Total Annual Fund Operating Expenses After
Expense Cap/Reimbursement

0.98%

<1>

Rafferty Asset Management, LLC ("Rafferty" or the "Adviser")
has entered into an Operating Expense Limitation Agreement
with the Fund. Under the Operating Expense Limitation Agreement,
Rafferty has contractually agreed to cap all or a portion of its
management fee and/or reimburse the Fund for Other Expenses
through September 1, 2017, to the extent that the Fund's Total
Annual Fund Operating Expenses exceed 0.95% ofthe Fund's daily
net assets (excluding, as applicable, among other expenses,
management fees, Rule 12b-1 distribution and/or service fees,
Management Services Fees, any front-end or contingent deferred
sales loads, taxes, swap financing and related costs, acquired fund
fees and expenses, dividends or interest on short positions, other
interest expenses, brokerage commissions, expenses incurred in
connection with any merger or reorganization and extraordinary
expenses such as litigation or other expenses outside the typical
day-to-day operations of the Fund) .
Any expense cap is subj ect to reimbursement by the Fund within
the following three years only if overall expenses fall below these
percentage limitations. This agreement may be terminated or
revised at any time with the consent of the Board of Trustees.

Example - This example is intended to help you compare
the cost of investing in the Fund with the cost of investing
in other mutual funds. The example assumes that you invest
$10,000 in the Fund forthe time periods indicated and then
redeem all of your shares at the end of those periods. The
example also assumes that your investment has a 5% return
each year and that the Fund's operating expenses remain
the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:
1 Year

3 Years

5 Years

1 O Years

$1,234
$100
$319
$555
Portfolio Turnover
The Fund pays transaction costs, such as commissions, when
it buys and sells securities (or "turns over" its portfolio). A
higher portfolio turnover rate may indicate higher transaction
costs and may result in higher taxes when Fund shares are
held in a taxable account. These costs, which are not reflected

Direxion Daily Fin ancial Bear 3X Shares

in Annual Fund Operating Expenses or in the example, affect
the Fund's performance. During the most recent fiscal year,
the Fund's portfolio turnover rate was 0% of the average
value of its portfolio. However, this portfolio turnover rate
is calculated without regard to cash instruments or derivative
transactions. If the Fund's extensive use of derivatives vvas
reflected, the Fund's portfolio turnover rate would be
significantly higher.

The Fund seeks to remain fully invested at all times consistent
with its stated investment objective. At the close of the
markets each trading day, Rafferty positions the Fund's
portfolio so that its exposure to the Index is consistent with
the Fund's investment objective. The impact of the Index's
movements during the day will affect whether the Fund's
portfolio needs to be re-positioned. For example, if the Index
has fallen on a given day, net assets of the Fund should
rise, meaning that the Fund's exposure will need to be
increased. Conversely, if the Index has risen on a given day,
net assets of the Fund should fall, meaning the Fund's
exposure will need to be reduced. This re-positioning strategy
may result in high portfolio turnover.

Principal Investment Strategy
The Fund, under normal circumstances, creates short positions
by investing at least 80% of its assets in: swap agreements;
futures contracts; options; reverse repurchase agreements;
exchange-traded funds ("ETFs"); and other financial
instruments that, in combination, provide inverse leveraged
and unleveraged exposure to the Russell 1000® Financial
Services Index ("Index"). On a day-to-day basis, the Fund
invests the remainder of its assets in money market funds,
depository accounts with institutions with high quality credit
ratings or short-term debt instruments that have terms
to-maturity of less than 397 days and exhibit high quality
credit profiles. including U.S. government securities and
repurchase agreements. The Fund does not invest in long
equity securities.

Because of daily rebalancing and the compounding of each
day's return over time, the return of the Fund for periods
longer than a single day will be the result of each day's
returns compounded over the period, which will very likely
differ from -300% of the return of the Index over the same
period. The Fund will lose money if the Index performance
is flat over time, and as a result of daily rebalancing, the
Index's volatility and the effects of compounding, it is even
possible that the Fund will lose money over time while
the Index's performance decreases.
Principal Investment Risks
An investment in the Fund entails risk. The Fund could lose
money or its performance could trai! that of other investment
alternatives. Rafferty cannot guarantee that the Fund will
achieve its inverse leveraged investment objective. In addition,
the Fund presents some risks not traditionally associated
with most mutual funds and ETFs. It is importantthat investors
closely review all of the risks listed below and understand
how these risks interrelate before making an investment
in the Fund. Turbulence in financial markets and reduced
liquidity in equity, credit and fixed income markets may
negatively affect many issuers worldwide, which could have
an adverse effect on the Fund. There is the risk that you
could lose all or a portion of your money invested in the
Fund.

The Index is a subset of the Russell 1000®Index that measures
the performance ofthe securities classified in the financial
services sector of the large-cap U.S. equity market. As of
December 31, 2015, the !ndex had an average market
capitalization of $16.8 billion and a median market
capitalization of $6.7 billion. The companies included in
the Index had capitalizations ranging from $406.4 million
to $253 .3 billion as of December 31, 2015 . The companies
included in the Index were concentrated in the financials
sector as of December 31, 2015.
The Frank Russell Company is not a sponsor of, or in any
way affiliated with, the Fund.
The components of the Index and the percentages
represented by various sectors in the Index may change over
time. The Fund will concentrate its investment (i.e., hold
25% or more of its total assets in investments that provide
inverse exposure to a particular industry or group of industries)
in a particular industry or group of industries to approximately
the same ext ent as the !ndex is so concentrated.

Aggressive Investment Techniques Risk - The Fund uses
investment techniques that may be considered aggressive
and may entail significantly higher than normal risk. Risks
associated with the use of swaps, futures and forward
contracts, and options include potentially dramatic price
changes (losses) in the value of the instruments and imperfect
correlations between the price of the contract and the
underlying security or index. These instrurnents may increase
the volatility of the Fund and may involve a small investment
of cash relative to the magnitude of the risk assumed .

Generally the Fund may gain inverse leveraged exposure
to the Index by utilizing swap contracts on ETFs that track
the same Index or a substantially similar index as the Fund
that provide short exposure. At times, however, the Fund
will utilize other derivatives and investment strategies which
may include gaining inverse leveraged exposure to only a
representative sample of the securities in the Index that
have aggregate characteristics similar to those of the Index.
The Fund gains this leveraged exposure by investing in a
combination of financial instruments that provide inverse
leveraged exposure to the underlying securities of the Index.
Derivatives are financial instruments that derive value from
the underlying reference asset or assets, such as stocks, bonds,
or funds (including ETFs), interest rates or indexes. The Fund
invests in derivatives as a substitute for directly shorting
securities in order to meet its investment objective.
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Cash Transaction Risk - Unlike most ETFs, the Fund currently
intends to effect creations and redemptions principally for
cash, rather than principally for in-kind securities, because
of the nature of the financial instruments held by the Fund.
As such, investments in Shares may be less tax efficient than
investments in conventional ETFs.
Counterparty Risk - The Fund may invest in Financial
Instruments involving counterparties for the purpose of
attempting to gain inverse exposure to a particular group
of securities or an asset class without actually purchasing
those securities or investments. The use of Financial
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The use of derivatives is a highly specialized activity that
involves investment techniques and risks different from those
associated with ordinary portfolio securities transactions.
The use of derivatives may result in larger losses or smaller
gains than directly shorting the underlying securities.
Investments in such derivatives may generally be subject
to market risks that may cause their prices to fluctuate over
time and may increase the volatility of the Fund. When the
Fund uses derivatives, there may be imperfect correlation
between the value of the underlying reference assets and
the derivative, which may prevent the Fund from achieving
its investment objective. Because derivatives often require
only a limited initial investment, the use of derivatives may
expose the Fund to losses in excess of those amounts initially
invested.

Instruments, such as swap agreements, involves risks that
are different from those associated with ordinary portfolio
securities transactions. For example, the Fund is exposed
to the risk that the counterparty may be unwilling or unable
to make timely payments to meet its contractual obligations
or may fail to return holdings that are subject to the
agreement with the counterparty. If the counterparty
becomes bankrupt or defaults on its payment obligations
to the Fund, the Fund may not receive the full amount it
is entitled to receive. In addition, the Fund may enter into
swap agreements that involve a limited number of
counterparties, which may increase the Fund's exposure to
counterparty credit risk. The Fund does not specifically limit
its counterparty risk with respect to any single counterparty.
Further, there is a risk that no suitable counterparties are
willing to enter into, or continue to enter into, transactions
with the Fund and, as a result, the Fund may not be able
to achieve its inverse leveraged investment objective.

The Fund may use a combination of swaps on the Index
and swaps on an ETF whose investment objective is to track
the performance of the same or a substantially similar Index.
The performance of this underlying ETF may not track the
performance of the Index due to fees and other costs borne
by the ETF and other factors. Thus, to the extent that the
Fund invests in swaps that use an ETF as an underlying
reference asset, the Fund may be subjectto greater correlation
risk and may not achieve as high a degree of inverse
correlation with the Index as it would ifthe Fund used swaps
that utilized the Index as an underlying reference asset.
Any financing, borrowing or other costs associated with
using derivatives may also have the effect of lowering the
Fund's return. Moreover, if the Index has a dramatic intra day
move that causes a material decline in the Fund's net assets,
the terms of a swap agreement between the Fund and its
counterparty may permit the counterpartyto immediately
close out the swap transaction with the Fund. In that event,
the Fund may be unable to enter into another swap
agreement or invest in other derivatives to achieve the desired
exposure consistent with the Fund's investment objective.
This may prevent the Fund from achieving its inverse leveraged
investment objective, even ifthe Index reverses all of a portion
of its movement.

Daily Inverse Index Correlation!Tracking Risk- Shareholders
should lose money when the Index rises, which is a result
that is the opposite from traditional index tracking funds.
There is no guarantee that the Fund will achieve a high
degree of inverse correlation to the Index and therefore
achieve its daily inverse leveraged investment objective. To
achieve a high degree of inverse correlation with the Index,
the Fund seeks to rebalance its portfolio daily to keep leverage
consistent with its daily inverse leveraged investment
objective. The Fund may have difficulty achieving its daily
inverse leveraged investment objective due to fees, expenses,
transactions costs, financing costs related to the use of
derivatives, income items, valuation methodology, accounting
standards and disruptions or illiquidity in the markets for
the securities or derivatives held by the Fund. Market
disruptions, regulatory restrictions or extreme volatility will
also adversely affect the Fund's ability to adjust exposure
to the required levels. The Fund may not have investment
exposure to all securities in the Index, or its weighting of
investment exposure to such stocks or industries may be
different from that of the Index. In addition, the Fund may
invest in securities or financial instruments not included in
the Index. The Fund may be subject to large movements
of assets into and out of the Fund, potentially resulting in
the Fund being over- or under-exposed to the Index. In
addition, the target amount of portfolio exposure to the
Index is impacted dynamically by the Index's movement.
Because of this, it is unlikely that the Fund will be perfectly
exposed to the Index at the end of each day. The possibility
of the Fund being materially over- or under-exposed to the
Index increases on days when the Index is volatile near the
close of the trading day. Activities surrounding periodic Index
reconstitutions and other Index rebalancing or reconstitution
events may hinderthe Fund's ability to meet its daily inverse
leveraged investment objective.

In addition, the Fund's investments in derivatives are subject
to the following risks:
• Swap Agreements. Swap agreements are entered into
primarily with major global financial institutions for a
specified period which may range from one day to more
than one year. In a standard swap transaction, two parties
agree to exchange the return (or differentials in rates
of return) earned or realized on particular predetermined
reference assets or underlying securities or instruments.
The gross return to be exchanged or swapped between
the parties is calculated based on a notional amount
or the return on or change in value of a particular dollar
amount invested in a basket of securities representing
a particular index. Swaps are particularly subject to
counterparty, valuation and leveraging risks.

Derivatives Risk - The Fund's investments in derivatives
may pose risks in addition to and greater than those associated
with directly investing in securities or other investments,
including risk related to leverage, imperfect daily correlations
with underlying investments or the Fund's other portfolio
holdings, higher price volatility, lack of availability,
counterparty risk, liquidity, valuation and legal restrictions.
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• Futures Contracts. Futures contracts are typically exchange
traded contracts that call for the future delivery of an
asset at a certain price and date, or cash settlement of
the terms of the contract. There may be an imperfect
correlation between the changes in market value of the
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securities held by the Fund and the prices of futures
contracts. There may not be a liquid secondary market
for the futures contracts. In addition, there is a risk that
the Fund may not be able to enter into a closing
transaction due to an illiquid market. Exchanges may
a!so limit the number of positions that can be held or
controlled by the Fund or the Adviser, thus limiting the
ability of the Fund to implement its inverse leveraged
investment strategy. Futures markets are highly volatile
and the use of futures may increase the volatility of the
Fund. Futures are also subject to leverage and liquidity
risks.

of the Index in a trendless or flat market. The effect of
compounding becomes more pronounced on the Fund's
performance as the Index experiences volatility. The Index's
volatility rate is a statistical measure of the magnitude of
fluctuations in the returns of the Index.
The chart below provides examples of how Index volatility
could affect the Fund's performance. Fund performance
for periods greater than one single day can be estimated
given any set of assumptions for the following factors: a)
Index volatility; b) Index performance; c) period of time;
d) financing rates associated with inverse leveraged exposure;
e) other Fund expenses; and f) dividends or interest paid
with respect to securities in the Index. The chart below
illustrates the impact of two principal factors - Index volatility
and Index performance - on Fund performance. The chart
shows estimated Fund returns for a number of combinations
of Index volatility and Index performance over a one-year
period. Performance shown in the chart assumes that: (i)
no dividends were paid with respect to the securities included
in the Index; (ii) there were no Fund expenses; and (iii)
borrowing/lending rates (to obtain inverse leveraged
exposure) of 0%. If Fund expenses and/or actual
borrowing/lending rates were reflected, the estimated returns
would be different than those shown. As shown in the chart
below, the Fund would be expected to lose 31.3% if the
Index provided no return over a one year period during
which the index experienced annualized volatility of 25%.
If the Index's annualized volatility were to rise to 75%, the
hypothetical loss for a one year period for the Fund widens
to approximately 96.6%.

• Options. Options give the holder ofthe option the right
to buy (or sell) a position in a security to the writer of
the option, at a certain price. There may be an imperfect
correlation between the prices of options and movements
in the price of the securities (or indices) used for cover
which may cause the Fund not to achieve its inverse
leveraged investment objective. Exchanges may limit
the number of positions that can be held or controlled
by the Fund or the Adviser, thus limiting the ability of
the Fund to implement its investment strategy. Options
are also subject to leverage and liquidity risks.
Early Close/Trading Halt Risk - An exchange or market
may close or issue trading halts on specific securities, or the
ability to buy or sell certain securities or financial instruments
may be restricted, which may result in the Fund being unable
to buy or sell certain securities or financial instruments. In
such circumstances, the Fund may be unable to rebalance
its portfolio, may be unable to accurately price its investments
and/or may incur substantial trading losses.

At higher ranges of volatility, there is a chance of a near
complete loss of value in the Fund, even if the !ndex is flat.
For instance, if the Index's annualized volatility is 100%,
the Fund would be expected to lose 100% of its value, even
if the cumulative Index return for the year was 0%.

Effects of Compounding and Market Volatility Risk - The
Fund does not attempt to, and should not be expected to,
provide returns which are -300%, before fees and expenses,
of the return of the Index for periods other than a single
day. The Fund rebalances its portfolio on a daily basis,
increasing exposure in response to the Index's daily losses
or reducing exposure in response to the Index's daily gains.
This means that for a period longer than one single day,
the pursuit of a daily investment objective may result in
daily leveraged compounding. It also means thatthe return
of the Index over a period of time greater than one single
day multiplied by the Fund's daily target of-300% generally
will not equal the Fund's performance over that same period.
If adverse daily performance of the Index reduces the amount
of a shareholder's investment, any further adverse daily
performance will lead to a smaller dollar loss because the
shareholder's investment had already been reduced by the
prior adverse performance. Equally, however, if favorable
daily performance of the Index increases the amount of a
shareholder's investment, the dollar amount lost due to future
adverse performance will increase correspondingly.
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The Index's annualized historical volatility rate for the five
year period ended December 31, 2015 was 17.11 %. The Index's
highest volatility rate for any one calendar year during the
five-year period was 32.39% and volatility for a shorter period
of time may have been substantially higher. The Index's
annualized performance for the five-year period ended
December 31, 2015 was 11.50%. Historical Index volatility
and performance are not indications of what the Index

As a result, over time, the cumulative percentage increase
or decrease in the value of the Fund's portfolio may diverge
significantly from the cumulative percentage increase or
decrease of -300% of the return of the Index due to the
compounding effect of losses and gains on the returns of
the Fund. It also is expected that the Fund's use of leverage
will cause the Fund to underperform -300% of the return
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Fund, you are exposed to the risk that a rise in the daily
performance of the Index will be leveraged. This means
that your investment in the Fund will be reduced by an
amount equal to 3% for every 1 % daily rise in the Index,
not including the cost of financing the portfolio and the
impact of operating expenses, which would further lower
your investment. If the Index declines more than 50%, the
result would be the total loss of an investor's investment.
The Fund could theoretically lose an amount greater than
its net assets in the event of an Index rise of more than
33% . Further, purchasing shares during a day may result
in greater than -300% exposure to the performance of the
Index if the Index rises between the close of the markets
on one trading day and before the close of the markets
on the next trading day.

volatility and performance will be in the future. The volatility
of ETFs or instruments that reflect the value of the Index,
such as swaps, may differ from the volatility of the Index.
For information regarding the effects of volatility and Index
performance on the long-term performance of the Fund,
see "Additional Information Regarding Investment
Techniques and Policies" in the Fund's statutory prospectus,
and "Special Note Regarding the Correlation Risks of the
Funds" in the Fund's Statement of Additional
Information.

Financials Sector Risk - The Fund may invest in. and/or
have exposure to, financial services companies. Performance
of companies in the financials sector may be materially
impacted by many factors, including but not limited to,
government regulations, economic conditions, credit rating
downgrades, changes in interest rates and decreased liquidity
in credit markets. Profitability of these companies is largely
dependent on the availability and cost of capital, and can
fluctuate significantly when interest rates change. Credit
losses resulting from financial difficulties of borrowers also
can negatively impact the sector. This sector has experienced
significant losses in the recent past, and the impact of more
stringent capital requirements and recent orfuture regulation
on any individual company of the sector as a whole cannot
be predicted.

To fully understand the risks of using leverage in the Fund,
see "Effects of Compounding and Market Volatility Risk"
above.
Liquidity Risk - Some securities held by the Fund, including
derivatives, may be difficult to sell or illiquid, particularly
during times of market turmoil. Markets for securities or
financial instruments could be disrupted by a number of
events, including but not limited to, an economic crisis, natural
disasters, new legislation or regulatory changes inside or
outside the U.S. Illiquid securities also may be difficult to
value. If the Fund is forced to sell an illiquid security at an
unfavorable time or at a price that is lower than Rafferty's
judgment of the security's true market value, the Fund may
be forced to sell the security at a loss. Such a situation may
prevent the Fund from limiting losses, realizing gains or
achieving a high correlation with the Index, thus materially
affecting Fund performance.

Intra-Day Investment Risk - The Fund seeks leveraged
investment results from the close of the market on a given
trading day until the close of the market on the subsequent
trading day. The exact exposure of an investment in the
Fund intraday in the secondary market is a function of the
difference between the value of the Index at the market
close on the first trading day and the value of the Index
at the time of purchase. If the Index loses value, the Fund's
net assets will rise by the same amount as the Fund's exposure.
Conversely, if the Index rises, the Fund's net assets will decline
by the same amount as the Fund's exposure. Since the Fund
starts each trading day with exposure which is -300% of
its net assets, a change in both the exposure and the net
assets of the Fund by the same absolute amount results in
a change in the comparative relationship of the two. As
an example (using 's implified numbers), ifthe Fund had $100
in net assets at the market close, it would seek -$300 of
exposure to the next trading day's Index performance. If
the Index declined by 1 % by noon the following trading
day, the exposure of the Fund will fall by 1 % to -$297 and
the net assets will rise by $3 to $103. With net assets of
$103 and exposure of -$297, a purchaser at that point would
be receiving -288% exposure of her investment instead of
-300%.

Market Risk - The Fund is subject to market risks that
can affect the value of its shares. These risks include political,
regulatory, market and economic developments, including
developments that impact specific economic sectors, industries
or segments of the market.
Money Market Instrument Risk - The Fund may use a
variety of money market instruments for cash management
purposes, including money marketfunds, depositary accounts
and repurchase agreements. Money market funds may be
subject to credit risk with respect to the short-term debt
instruments in which they invest. Depository accounts may
be subject to credit risk with respect to the financial institution
in which the depository account is held. Repurchase
agreements are contracts in which a seller of securities agrees
to buy the securities back at a specified time and price.
Repurchase agreements may be subject to market and credit
risk related to the collateral securing the repurchase
agreement. There is no guarantee that money market
instruments will maintain a stable value, and they may lose
money.

Investment Risk - An investment in the Fund is not a deposit
in a bank and is not insured or guaranteed by the Federal
Deposit Insurance Corporation or any other government
agency. When you sell your Shares, they could be worth
less than what you paid for them .

Non-Diversification Risk - The Fund is non-diversified,
which means it invests a high percentage of its assets in a
limited number of securities. A non-diversified fund's net
asset value and total return may fluctuate more or fall greater
in times of weaker markets than a diversified mutual fund .

Leverage Risk - To achieve its daily investment objective,
the Fund obtains investment exposure in excess of its assets
by utilizing leverage and may lose more money in market
conditions that are adverse to its investment objective than
a fund that does not utilize leverage. If you invest in the
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Regulatory Risk - The Fund is subject to the risk that a
change in U.S. !aw and related regulations will impact the
way the Fund operates, increase the particular costs of the
Fund's operations and/or change the competitive landscape.

Special Risks of Exchange-Traded Funds
Trading Issues. Trading in Shares on an exchange may be
halted due to market conditions or for reasons that, in the
view of that exchange, make trading in Shares inadvisable,
such as extraordinary market volatility or other reasons.
There can be no assurance that Shares will continue to meet
the listing requirements of the exchange on which they
trade, and the listing requirements may be amended from
time to time.

Shorting Risk- In order to achieve its daily inverse investment
objective, the Fund may engage in short sales which are
designed to provide the Fund gains when the price of a
particular security, basket of securities or index declines.
When the Fund shorts securities including securities of another
investment company, it borrows shares of that security or
investment company, which it then sells. The Fund closes
out a short sale by purchasing the security that it has sold
short and returning that security to the entity that lent the
security. The Fund may also seek inverse or "short" exposure
through the use of derivatives such as swap agreements
or futures contracts, which may expose the Fund to certain
risks such as an increase in volatility or decrease in the liquidity
of the securities ofthe underlying short position. If the Fund
were to experience this volatility or decreased liquidity, the
Fund's return may be lower, the Fund's ability to obtain
inverse exposure th rough the use of derivatives may be Ii m ited
or the Fund may be required to obtain inverse exposure
through alternative investments strategies that may be less
desirable or more costly to implement. If the securities
underlvina the short positions are thinly traded or have a
limited m;rket due to various factors, including regulatory
action, the Fund may be unable to rneet its investrnent
objective due to iack of avaiiabie securities or counterparties.
During such periods, the Fund's ability to issue additional
creation units may be adversely affected. Obtaining inverse
exposure through the use of derivatives or other financial
instruments may be considered an aggressive investment
technique.

Market Price Variance Risk. Individual Shares of the Fund
that are listed for trading on an exchange can be bought
and sold in the secondary market at market prices. The market
prices of Shares will fluctuate in response to changes in net
asset value and supply and demand for Shares. The Adviser
cannot predict whether Shares will trade above, below or
at their net asset value. Given the fact that Shares can be
created and redeemed in creation units, the Adviser believes
that large discounts or premiums to the net asset value of
Shares should not be sustained. There may, however, be
times when the market price and the net asset value vary
significantly and you may pay more than net asset value
when buying Shares on the secondary market, and you may
receive less than net asset value when you sell those Shares.
The Fund's investment results are measured based upon
the daily net asset value of the Fund over a period of time.
Investors purchasing and selling Shares in the secondary
market mav not experience investment results consistent
with those -experie~ced by those creating and redeeming
directly with the Fund. There is no guarantee that an active
secondary market will develop for Shares of the Fund.
Fund Performance
The following performance information provides some
indication of the risks of investing in the Fund by
demonstrating how its returns have varied from calendar
year to calendar year. The bar chart shows changes in the
Fund's performance from calendar year to calendar year.
The table shows how the Fund's average annual returns
for the one-year; five-year and since inception periods compare
with those of a broad-based market index for the same
periods. The Fund's past performance, before and after taxes,
is not necessarily an indication of how the Fund will perform
in the future. Updated performance is available on the Fund's
website
.
.
at
www.direxioninvestments.com/etfs?producttab=performance
or by calling the Fund toll-free at 866-476-7523.

Small- and/or Mid-Capitalization Company Risk 
Investing in, and/or having exposure to, the securities of
small- and/or mid-capitalization companies, and securities
that provide exposure to small- and/or mid-capitalization
companies, involves greater risks and the possibility of greater
price volatility than investing in more-established,
larger-capitalization companies. Small-and mid-capitalization
companies often have narrower markets for their goods
and/or services and more limited managerial and financial
resources than larger, more established companies.
Furthermore, those companies often have limited product
lines, services, markets, financial resources or are dependent
on a small management group. In addition, because these
stocks are not weii-known to the investing public, do not
have significant institutional ownership and are followed
by relatively few security analysts, there will normally be
less publicly available information concerning these securities
compared to what is available for the securities of larger
companies. Adverse publicity and investor perceptions,
whether based on fundamental analysis, can decrease the
value and liquidity of securities held by the Fund. As a result,
the performance of small- and/or mid-capitalization
companies can be more volatile and they face greater risk
of business failure, which could increase the volatility of
the Fund's portfolio.
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During the period of time shown in the bar chart, the Fund's
highest calendar quarter return was 48.43% forthe quarter
ended September 30, 2011 and its lowest calendar quarter
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return was -77.24% for the quarter ended June 30, 2009.
The year-to-date return as of December 31, 2015 was-19.04%.

be taxed later upon withdrawal. Distributions by the Fund
may be significantly higherthan those of most other ETFs.

Average Annual Total Returns (for the periods ended
December 31, 2015)

Payments to Broker-Dealers and Other Financial Intermediaries
If you purchase shares of the Fund through a broker-dealer
or other financial intermediary (such as a bank or financial
advisor}, the Fund and/or its Adviser may pay the intermediary
for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing
the broker-dealer or other financial intermediary and your
salesperson to recommend the Fund over another investment.
Ask your salesperson o r visit your financial intermediary's
website for more information.

Return Before Taxes
Return After Taxes on
Distributions
Return After Taxes on
Distributions and Sale
of Fund Shares
Russell 1000® Financial
Services Index (reflects
no deduction for fees,
expensesortaxes)

1 Yea r

5 Ye ars

Since
Ince ption
(11/6/2008)

-19.04%

-44.14%

-62.74%

-19.04%

-44.14%

-62 .74%

-10.78%

-22 .51%

-18.15%

0.70%

11 .50%

10.43%

After-tax returns are calculated using the historically highest
individual federal marginal income tax rates and do not
reflect the impact of state and local taxes . Actual after-tax
returns depend on an investor's tax situation and may differ
from those shown, and after-tax returns are not relevant
to investors who hold their Fund shares through tax-deferred
arrangements, such as 401 (k) plans or individual retirement
accounts. In addition, the " Return After Taxes on Distributions
and Sale of Fund Shares" would be higher if the investor
recognized a capital loss upon the redemption of Fund shares.
Management
Investment Adviser. Rafferty Asset Management, LLC is the
Fund's investment adviser.
Portfolio Managers. The following members of Rafferty's
investment team are jointly and primarily responsible for
the day-to-day management of the Fund :
Portfolio Manage rs

Paul Brigandi
Tony Ng

Ye a rs of Se rvice
with the Fund

Since Inception in
November 2008
Since September
2015

Primary Titl e

Portfolio Manager
Portfolio Manager

Purchase and Sale of Fund Shares
The Fund's shares are not individually redeemable. The Fund
will issue and redeem Shares for cash only to Authorized
Participants in large blocks, known as creation units, each
of which is comprised of 50,000 Shares. Retail investors may
only purchase and sell Shares on a national securities exchange
through a broker-dealer and may incur brokerage costs.
Because the Shares trade at market prices rather than net
asset value, Shares may trade at a price greater than net
asset value (premium) or less than net asset value (discount).
Tax Information
The Fund intends to make distributions that may be taxed
as ordinary income or long -term capital gains. Those
distributions will be subject to federal income tax and may
also be subject to state and local taxes, unless you are investing
through a tax-deferred arrangement, such as a 401 (k) plan
or an individual retirement account. Distributions or
investments made through tax-deferred arrangements may
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