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- Short sellers sharply
scrutinize compag

By‘l’odd P‘lltt USA TODI\Y

Alwayson the lookout: Manuel Asensm a short seller go es to great lengths to: spot troubled compames

Critics say traders attack
deliberately; supporters
say traders are f rst alert

By Thor Valdmanis
USA TODAY

NEW' YORK — As PolyMedica general counsel John
Stone toured his Liberty Medical subsidiary in Port St. Lu-
cie, Fla; late last month, he noticed a man in a polo shirt
- and jeans taklng photographs of the compa-—

S7age  Dy’s parking lot: ,
Cover “I thought he was just some nut case,”
stor Stone recalls. “ButI've since received a pohce'

" report suggesting it was Manuel P. Asensio.”

~ For most companies, that is troubling news. Asensio is:
ised in boardrooms for his Dick Tracy snooping and
bullhorn denunciations of ‘businesses he believes are:

des

frauds.
A short seller with a long list of corporate scalps to his

name, Asensio was burning shoe leather in Port St. Lucie

as part of a campaign to prove that PolyMedica, the na-
trons largest provrder of diabetes home-testmg Kits, IS a

.« “The company is guarded li
“der why,” says the pugnacious Asensio, who, like other

complaint torn up becaus
_the time.

- Medicare abuser. The company. which:is currently under a
gzderal crumnal probe has denied allegatxons of wrong:-
oing.
~As’heto ok photo raj hs of PolyMedrca(s Port St. Lucie fa-
c1hty, the 48-year-old Cuban native and' Harvard MBA soon

_came face to face'with three PolyMedlca securlty guards

italicamera.

who tried to confiscate his di .
e an army outpost 1 won-

short sellers, tries to make money betting: stocks will fall.

“Butit’s nothmg new. I've faced this kind of thing all my ca-
.reer.”.

Not amused, PolyMedlca filed a complamt wrth Port St.
Lucie police, accusing Asensio of misrepresenting himself
as a “private investigator, conducting a fraud investiga-
tion.” Asensio, who runs Manhattan investment boutique
Asensio & Co., says his lawl\.r1 ers are fighting to have the

e was on public property at

Whatever the outcome, the long—runmng PolyMedrca-

~Asensio battle is a prime example of the increasingly:.tem-
jpestuous wars of attrition being waged between compa-

nies and a small band of generally: secretwe stock—baslnng

_'traders who target them.

The stakes aré so hlgh busmesses oﬂ:en go to thelr
“ Please see COVER STORY next page >
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graves blaminﬁ
Investors, stoc

sites or with media leaks.

. But short sellers can be the market’s first line of de-
fense against corporate fraud. Jim Chanos, who runs a
short fund called Kynikos (Greek for cynic), uncov-
ered Enron’s fairy-tale earnings months before in-
ternal whistle-blower Sherron Watkins. David Tice,
another prominent short seller, was vilified by Tyco
International for years before his warnings of ac-
counting shenanigans were vindicated.

5 Many, like Asensio, are now turning

Covel' tgeir sights o? health care providegs

they suspect of pumping up earnings by

§_|_C_Q_l:y_ stealing from federal taxpayers via
Medicare.

Not surprisingly however, given these

ulators.

“In primitive societies, there must be an evil force
responsible when bad things happen,” says Owen La-
mont, associate professor of finance at the University .
of Chicago Graduate School of Business. “Short sellers

perform that role during down markets.”

short sellers. Small and institutional
underwriters and brokerage analysts
often disparage “shorts,” claiming they don’t just bet
on share-price declines but make them happen by ru-
mormongering in research notes, on Internet chat

L2 I loomy
times, so-called stockbusters are again under the
scrutiny of disgruntled companies and crusading reg-

Disgruntled companies, some regulators question tactics

By Todd Plitt, USA TODAY

Manuel Asensio: He publishes his research on the Internet and issues
news releases announcing “sell” recommendations.

Financial firm Allied Capital and Farmer Mac, the -

government-chartered buyer of farmm mortgages, are
among the noisiest demanding that the Securities and -
Exchange Commission and New York Attorney Gener-
al Eliot Spitzer crack down on short selling hedge

funds they blame for conspiring against them.

“This is not about short attacks based on the truth;
this is about deliberate campaigns of misinformation
for personal profit,” says former Clinton special coun-
sel Lanny Davis, who represents several public com-
panies under siege from short sellers. “There is a rush
to publish misleading assertions that keep on chang-
ing every day. They drive down share prices before

companies have a chance to respond.”
Hedges on the rise

At last count, there were about 45 hedge funds
with $4.2 billion specializing in short selling, borrow-
ing and selling shares on the bet they can be bought
back later at a cheaper price. That compares with 50
hedge funds with $2.6 billion three years ago, accord-
ing to industry-tracker Van Hedge Fund Advisors. '

Considering there is $36.6 trillion at work in the na-
tion’s capital markets, the financial muscle of short

«sellers is relatively minuscule. But they still are de-
tested by the majority of investors in mutual funds
and other vehicles with a stake in seeing stocks go up.
The opprobrium only gets worse in times of crisis.

During World War I, the New York Stock Exchange
imposed special short selling rules in fear that Ger-
man Kaiser Wilhelm II would use agents to drive
prices down. Regulators imposed more technical hur-
dles after the Depression such as the “uptick rule,”
which bans short sales while a stock is declining.

After the Sept. 11 terror attacks, federal prose-

cutors even went after short sellers of Middle Eastern
origin, nettir? high-profile San Diego trader Amr “An-
thony” Elgindy. Underscoring the often close but un-
spoken relationship between short sellers and law
enforcement officials, Elgindy is under house arrest
pencling charges that he shorted stocks using inside
scandal tips from rogue FBI agents. :

- People familiar with the situation say current SEC
and Spitzer probes deal specifically with the activities
of Gotham Partners Management and two other
short selling hedge funds, not the entire industry:

“Anyone who acts upon or causes others to act
upon information that they know to be false is vio-
lating securities laws and should be prosecuted ac-

cordingly,” says short seller Chanos. “But this applies

to bulls and bears.”

Many academics worry about a crackdown against
an industry that includes some of the most talented
and tenacious analysts in the investment arena.

“Regulators need to be very careful when it comes
to limiting short selling,” says Peter Hecht, assistant
professor of finance at the Harvard Business School.
“It is hard to imagine financial markets producing
prices that reflect fundamental values if the bears are
systematically forced to sit on the sidelines.”

Short sellers already run risks for offering a reality
check on typical Wall Street bullishness. They have to
track down shares to borrow, which can be difficult,
particularly when some pension funds and other in-
structional investors brand them as antisocial and re-
fuse to do business with them.

They also have to pay interest on the borrowings
and post collateral should the stock prices continue to
go up. Then there is the dreaded “short squeeze,”
when companies or lenders attempt to call back their
shares at a timme of maximum vulnerability.

“I think some of us fear a witch hunt,” says Tice,
who runs the Prudent Bear Fund. “But short sellers
produce some of the best research on the Street. Of-
ten it is the people who scream the loudest who have
the most to hide.” '

In a study of 270 companies since 1997 that have
fought short sellers by accusing them of illegal activ-
ities, suing them or hiring private investigators, the

University of Chicago's Lamont found they experi-
enced low abnormal stock returns in subsequent
years. In the year after an anti-shorting action, the av-
erage stock grice declined about 2% a month. Other

- researchers have found evidence that constraints on
short sales allow stocks to be overpriced.

Ready torumble

PolyMedica is certainly fighting hard; having hired
heavyweight law firms and public relations specialists
to deal with allegations made by Asensio and other
short sellers. i

“We have no problem with the short seller commu-
nity,” PolyMedica general counsel Stone says. “We
only have a problem when they make false state-
ments or misrepresent the facts. They should be held
tothe same standards as everyone else.” ;

At first glance, PolyMedica appears to be a success

story, with revenue rising 27% in
2002 to $280 million. Its shares are
up more than 60% in the past 12
months, and the Woburn, Mass.-
based company even paid its first
‘dividend last quarter of 25 cents
per share, citing its “robust and
predictable business model.”

But predictable might be too
generous a word for a company
whose staff is being interviewed
by the FBI as part of a long-running
federal investigation into alleged

packages a year to its 522,000 customers, with a re-
turn rate of about 300 a day, or 4% in line with the in-
dustry average. Asensio calculates that the return rate
is more than twice that and accuses PolyMedica of

“cheating Medicare and taxpayers” by not properly

reimbursing the government.

Asensio, author of Sold Short; Uncovering Deception
inthe Markets, is easily disposed toincendiary accusa-
tions. Far from sticking to the shadows, he courts the
limelight, publishes his research on the Internet and
issues news releases announcing “sell” recommenda-
tions. Some of his peer group privately call him a cow-
oy whose thirst for publicity has often found him

afoul of securities regulators and in costly lawsuits (al-
though Asensio says he has never lost one). Everyone
agrees he gets results.

Take his campaign against Turbodyne, once a hot
small company on Wall Street thanks to pioneering
turbochargers that would reduce emissions and
boost the power of internal-combustion engines.
Asensio accused the firm of promoting useless tech-
nology and was sued for defamation in 1998.

“He practically reached across the table and hit me
in a deposition,” recalls former Justice Department
prosecttor Marvin Rudnick, who represented Turbo-
dyne in a defamation lawsuit against Asensio. “He is a
fiery fellow.” Not long afterward, Turbodyne dropped

Medicare fraud. PolyMedica gets more than 70% ofits its fawsuit and in April 1999 was barred from trading
revenue from Medicare, largely from the sale of on Wall Street by regulators who ruled the company

blood-glucose test strips for diabetics. :

issued misleading press releases. Turbodyne now toils

PolyMedica says it is cooperating with authorities in obscurity. Itrecently began trading againin the USA

and hopes the legal cloud, which also includes share-
holder lawsuits, will lift soon. The company saysit has
spent more than $9 million in the last two years im-
proving internal controls. But Asensio smells blood.

During his recent sleuthing in Port St. Lucie, Asensio
says he uncovered new evidence that supports alle-
gations by shareholders and former employees that
PolyMedica has a long record of producing fictitious
sales by intentionally shipping unauthorized orders to
clients and not reimbursing Medicare for returns.

By speaking o local officials at Port St. Lucie and
neighboring post offices, Asensio estimates that Poly-
Medica returns run at least 200'to 500 package ship-
ments per day, with returns reaching 1,000 or more
onsome days. PolyMedica saysit ships about 2 million

asa penny-stock on the OTC bulletin board.

sellers made a killing.

Once highflying companies stumbled

While most investors were wiped out by the bankruptcies below, Manuel Asensio and other short

1 - Estimate; Source: Asensio

Decline in

Initial strong sell recommendation market value'

Date Price (in millions)

'Winstar Communications March 8, 2001 $23.31 $2,153.4

Diana Corp: June 4, 1996 $100.00 $717.8

Solv-Ex Oct. 7,1996 $19.50 $585.0

Computer Learning Centers March 19, 1998 $30.25 $514.3
Syquest May 24, 1996 $18.88

$215.1




|M€anada business

When Canadian smelter Timminco
Corp. called on PHOTON Consult-

ing to review its process for making
low-cost upgraded metallurgical
silicon, a notorious short seller began
bombarding the internet and media
with nasty press releases to drive
the booming share price down - and
make a killing in profits. But having
already won over the world’s biggest
PV producer Q-Cells and - according
to one source — vertically-integrated
CSl, which is already delivering UMG-
Si modules, Timminco is not only
surviving the onslaught, its share

prices have continued to rise.

anuel Asensio is a short seller.

That is no comment on his physi-
cal stature, but rather his fiscal bent on
the stock market. Since 1993, the US-
based Cuban refugee has been making
money by going after small companies
with questionable claims as they seek
stock market stardom. As per the short
seller modus operandi, Asensio targets
those firins by borrowing shares from
brokers, selling them, then relentlessly
boring into any company weakness he
can find. This media and internet blitz of
negative press releases is aimed at driving
down the company's image and stock so
that Asensio can buy the shares back at
a lower price before returning them to
the broker. The result? A healthy return
for Asensio and often ruin for his prey.
According to Asensio's 2001 book Sold
Short, the media has dubbed him »De-
molition Man,« »Attila the Hun« and »a
company's worst nightmare.« Depend-
ing on your point of view, Asensio is ei-
ther an investor protector of comic book
hero stature or a profit-hungry parasite
using any dirty trick in the book.
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Hunter: Short seller Manuel Asensio is stalking profit by attacking the Canadian maker of upgraded

metallurgical silicon.

Metallurgical silicon meets
Demolition Man

Canadian UMG-Si maker badmouthed by

profit-seeking short seller

No doubt René Boisvert would lean
toward the latter description. He is presi-
dent of Canadian-based Bécancour Sili-
con Inc., a subsidiary of publicly traded
metal silicon smelter Timminco Ltd.
Bécancour is one of about 17 companies
working on processes for making upgrad-
ed metallurgical silicon (UMG-Si). While
this low-cost silicon alternative has long
been touted as the answer to the PV in-
dustry's Siemens reactor trichlorosilane-
based silicon shortage, the promise of a
slightly less-pure feedstock sufficient for

solar applications has yet to be fulfilled.
But Bécancour thinks it is ready for the
big time. Its patented rotary furnace uses
an oxy-fuel burner to purify metallurgi-
cal silicon three times, requiring just 2
kWh of electricity per kg, constantly ex-
posing the melt to water vapor to remove
boron and phosphorous and each fur-
nace is able to handle up to 10 tons. With
plans to ramp up rapidly, such potential
has put the share price into a climb. It has
also unfortunately put Timminco in the
crosshairs of Asensio's sight.

PHOTON International June 2008

iaterTopics GmbH



The prey: Rene Boisvert of Bécancour is taking Asensio's pursuit in his stride as the parent company's

stock continues to rise.

Nasty press releases galore

Boisvert's headaches with Asensio
began on April 21 when the short seller
picked up on a Barron's article chiding
Timminco for a lack of public disclosure
on its process. Then when Timminco
called in PHOTON Consulting, an in-
dependent affiliate of PHOTON Interna-
tional's publishing house Solar Verlag, to
conduct an operational review of Bécan-
cour's UMG-Si work followed by a May 14
public conference call, Asensio's attacks
gathered speed. By May 21, the short
seller had sent out at least 23 nasty press
releases, several aimed at besmirching
the credibility of PHOTON Consulting's
Michael Rogol as a paid and unqualified
consultant, even describing him in one
press release as a former »Korean taxi cab
driver.«

If Asensio's goal was to lower the share
price, so far he has failed. During trad-
ing on May 16, the share price hit its
highest level ever of $28.95 CAD ($28.65
USD), closing at a respectable $27.70 CAD
($27.41 USD) on May 23. Still, Boisvert
admits that the short-selling turmoil has

PHOTON International June 2008

caused some Timminco shareholders to
lose confidence. »1 can understand people
shorting a stock where there is fraud or
something funny going on,« he says, »but
the statements Asensio is putting out are
incredible.« If Asensio's assessment on Bé-
cancour were correct, he adds, then that
would not only mean PHOTON Consult-
ing's Rogol was wrong, but so were »all the
other companies.«

Boisvertisreferring to its customers. In
all, the silicon producer has sent out 100
tons of UMG-Si this year to 40 companies,

Primarily upwards: After Timminco's subsidiary
Bécancour entered the PV business a year ago,
its stock price has been on the rise.

comdirect.com

Rolf Schuiten / photon-pictures.com

with samplesrangingin size from S0kgto
several tons. Of those recipients, five have
signed supply deals.

Premier among them is the world's
leading cell manufacturer, Germany's Q-
Cells AG. On March 27 it announced that
it had signed contracts with Timminco for
410 tons this year and 3,000 tons in 2009
at fixed prices, with negotiations for 6,000
tons annually from 2010 to 2013 slated to
be completed by the end of July. Q-Cells,
which is working on four other UMG-Si
deals—includinga contract with Norway's
Elkemn Solar AS (see P13/2007, p. 10) —with
the goal of setting up UMG-Si-based wa-
fer and cell lines at a new factory being
built in Malaysia (see PI 5/2008, p. 16),
characterized the »extensive tests« with
Timminco's product as having »achieved
very good results in manufacturing cells.«
In an April 22 Reuters article, Q-Cells'
CEO Anton Milner put the cell efficiency
at »well above 15 percent.«

Boisvert, who declined to confirm that
efficiency, would only say that Q-Cells'
product uses 100 percent UMG-Si for the
cells. During his one-day visit to Timmin-
co, PHOTON Consulting's Rogol claims
he received verification that several com-
panies were reporting efficiencies above
14 percent. According to Boisvert, one of
those is Solar Power Industries Inc. (SPI), a
Pennsylvania, US-based ingot-to-system
PV company. On May 8, Timminco's par-
ent company AMG Advanced Metallurgi-
cal Group of Amsterdam revealed that SP1,
which had entered into an unannounced
deal in March 2007 for 4,000 tons of Tim-
minco UMG-Si spread out over five years,
had signed a new contract for 3,000 tons
annually from 2010 to 2015.

First UMG-Si modules being
delivered?

And according to a high-placed
source, who asked to remain anony-
mous, the feedstock for Canadian Solar
Inc.'s (CS1) new e-Module series using
100 percent UMG-Si cells, announced
in its first-quarter results on May 13, is
also tfrom Bécancour. Shawn Qu, CEO
of the Canadian incorporated company
with manufacturing facilities in China,
declined to confirm this, saying only that
his company had two sources of UMG-
Si, one Chinese. CSI says it has switched
over one of its cell lines to handle UMG-Si
wafers, producing 1 MW of cells within
four weeks up to mid-May at an average
stabilized efficiency of 13.3 percent after
light-soaking and using about 12 to 13 g
per W. Qu, who admits that CSI has ex-
perienced an unquantified rejection rate
with »a set of challenges« at the wafer, cell
and module levels, is expecting his com-
pany to produce between 30 and 40 MW
of its e-Modules this year with a module
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stability than is required for highly pure
material.

PHOTON So, there are two problems: you
have to bundle the impurities and keep
them away from the p-n junction.

Weber Exactly.

PHOTON How do I bundle them?

Weber Those are the process secrets of
time, temperature and phase junctions.
In metallurgy, that's called the TTT dia-
gram, that means: Time, Temperature,
Transition. You can figure it out through
trial and error and generally that's how
it's done. Or, you can take a scientific ap-
proach and look at the particles under
an electron microscope. In the long run,
you'll have to do both. I think it requires
a good mix of scientific understanding,
..-targeted defect engineering and process
technology. On the other hand, there are
some very high-ranking members of the
PV industry that say: UMG silicon will
never work ...

PHOTON ... or at least they say: if a compa-
ny like Elkem needed 25 years to produce
useable material, how can a company
like Timminco do it in just two years?
WeberI firmlybelieve that Elkem was pos-
sibly chasing after the wrong horse for a
while. Namely, trying to produce mate-
rial that is equivalent to conventional,
highly pure silicon. And the chances of
doing that successfully are fairly low. I
think the biggest re-adjustment was to
say: »Okay, we are dealing with different
starting material, we have to treat it dif-
ferently, too.« That's why we call it UMG
~ upgraded metallurgical-grade — silicon
after all. The name is
probably a very accu-
rate description.
PHOTON Q-Cells has
now signed large con-
tracts with Timminco,
Elkem and others.
Modules and cells made
with this material will
be hitting the market
in coming months. In
your opinion, is there
any reason why end-users should avoid
these products for the time being?
Weber Naturally, customers should place
a lot of value on reliable certificates. We
do that here at ISE: we perform an ex-
ceedingly detailed examination. Once
the modules are certified correctly, then
the products are certainly safer than, for
example, thin-film technologies, since
silicon is inherently a very stable mate-
rial.

PHOTON What's your guess: how much
UMG silicon will be used in 2015?
Weber Optimistically, 1'd say up to 50 per-
cent of crystalline silicon for solar cells

»Then cells will
be much, much
cheaper — and that
much sooner than
we had expected.«

could come from UMG silicon.
PHOTON How quickly can a manufac-
turer of metallurgical silicon set up a
production process? '
Weber In my opinion, much quicker
than one can start up production with
a Siemens process.

PHOTON And how high are the invest-
ment costs? The estimate is about €100
million ($156 million) for a 1,000 ton
factory using the Siemens process.
Weber Right, and no one will give you
an exact figure for UMG silicon, but I'm
sure it's about ten times less expensive.
Semiconductor manufacturers should
prepare themselves if that's the case.
PHOTON But that also means that we
could expect to see an additional
100,000 tons of solar silicon over the
next two to four years.

Weber Yes, that could be the case. At
that poirit, the price won't be $50, but
rather $20 to $30 per kg.

PHOTON Do you have an estimate or
thoughts about how much solar silicon
could be produced with UMG?

Weber I think that depends solely on
how long the price remains economi-
cally interesting. Manufacturers of
UMG silicon are very interested in pric-
es above $15 to $20 per kg. That means
that all potential UMG manufacturers
are working to achieve that goal. So, in
thebeginning, we'll see a decline in the
price of highly pure silicon. There will
be a lot of jittery stomachs, but it will
be to the advantage of the solar indus-
try —after all, for PV's breakthrough, we
need lower prices.
PHOTON  Essentially,
history is repeating
itself: BP Solar, or So-
larex, purified metal-
lurgical silicon in the
1980s and produced
cells using this mate-
rial.

Weber But then they
dropped it, because
suddenly there was
plenty of silicon scrap available from
the semiconductor industry.

PHOTON Now BP is cooperating with
Globe, the world's largest manufactur-
er of metallurgical silicon. What would
happen if they get serious and Globe
opens a factory to produce 50,000 or
100,000 tons? They could have that
ready in two years.

Weber Yes, 1 assume so. And then cells
will be much, much cheaper —and that
much sooner than we had expected.
Very exciting!

PHOTON Thank you for the interview.

Interview by Anne Kreutzmann

PHOTON International June 2008

efficiency about 1 percentage point below
cell efficiency, tripling to 100 to 150 MW
in 2009. CSI claims it has set up deals for
one large-scale rooftop in the US, add-
ing that deliveries have already started.
While the quantity was not revealed, Qu
says CSI has »firm interest« in 100 MW
of product, including two European con-
tracts worth 20 MW each, with deliveries
slated to start in the first quarter of 2009.
CSI, which puts the average selling price
for the e-Modules at 15 percent below its
other silicon-based modules, is the first
company to officially confirm the sale of
UMG-Si modules.

Boisvert, who declined, to confirm
CSI's participation, also would not name
the other two companies it has contracted
with, except to say that they are planning
to blend 30 to 50 percent of Timminco's
UMG-Si with regular polysilicon from .
Siemens reactors. A major factor in select-
ing additional customers will be compa-
nies that Timminco can partner with for
downstream ingot and wafer production.
Boisvert expects to make announcements
by the end of the year. Another factor will
be based on the average price the compa-
nies are willing to pay. Boisvert puts the
current UMG-Si pricing at somewhere just
above $60 CAD ($59.37 USD) per kg (the
company puts the fully-loaded production
cost as low as $22 CAD per kg for 2008).
This would put Timminco below the aver-
age for long-term polysilicon contracts of
about $70 to $80 USD per kg. As Bécancour
improves its process, Boisvert expects the
price would continually beat out regular
polysilicon, with PHOTON Consulting
putting Timminco's UMG-Si price as low
as $45 USD by 2010. But as more Siemens
reactor-based polysilicon comes on line
and prices fall, it is more likely that UMG-
Si will be used increasingly as a blend
rather than in its pure form.

independent confirmation yet
to come

No matter how it is used, the real suc-
cess will depend on its stability. Bécan-
cour's only feedback so far comes from
companies that have tested its samples,
with Boisvert claiming an initial degrada-
tion due to the higher boron content in
its material is basically limited to the first
three days. As for independent confirma-
tion, Boisvert says that could come in June
when Germany's solar research institute
Fraunhofer ISE is expected to make the
first wafers using Bécancour's UMG-Si.

Boisvertclaimsthat Timminco, which
has an overall production capacity of
50,000 tons of metallurgical-grade sili-
con annually from its own quartz mine,
is looking to divest its magnesium and
aluminum wheel divisions by the end of
the year, becoming strictly a solar sili-
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con company. While it currently has one
three-line solar-grade factory producing
solid silicon about 500 meters from the
main smelter at its Quebec site, in mid-
-May it broke ground on a new factory
next to the smelter to handle the second
and third purification passes of the liqui-
fied silicon. Adding three new lines, one
pet month starting in January 2009, this
will be followed by a second neighbor-
ing factory that will install another three
lines from April to June. This is expected
to raise annual capacity from the current
3,600 tons to 14,400 tons by mid-2009,
based on an anticipated monthly yield
capacity of 1,200 tons.

Timminco's parent company AMG
will install a directional solidification
furnace in July at the original facility
for making ingots starting at 250 kg for
qualifying experiments on various dop-
ants to improve yield and resistivity of
the material. Interestingly, the equip-
ment is from an AMG-owned company,
ALD. The vacuum technology equip-
ment maker is also producing special
.directional solidification furnaces for
multicrystalline silicon ingots for Nor-
way's REC, the world's largest solar wafer
manufacturer (see article, p. 90).

Timminco says the purity of its UMG-

Si is currently 99.999 percent, with 0.8 -

ppm of boron and less than § ppm of
phosphorous. Boisvert claims the bo-
ron content should fall to 0.5 ppm by
the end of the year and to 0.3 ppm in
20009. Each of the customers, he says, are
dealing with the impurities in a differ-
ent fashion, either through sorting for
a proper mix in the crucibles or work-
ing on special techniques at the wafer
and cell stages. But all seem satisfied, he
notes, even declining to return the more
highly contaminated ingot tops and tails
for extra credit offered by Timminco.

Questions of disclosure

Still, without independent confirma-
tion of its claims, the only information
coming out of Timminco is an anecdotal
interpretation of what its customers are
reporting. In PHOTON Consulting's re-
view, Rogol heaped praise on what Tim-
minco has done, saying that if Timminco
decided to go the way of Walmart and
priced its product low, the company
would »have the potential to significant-
ly reshape silicon prices« by 2010. Unfor-
tunately, Rogol's presentation was short
on technical data. When challenged in
a question during the conference call on
the product's ability to match a need for
25-year warranties, his response was less
upbeat. Despite noting that Timminco,

a company he put among a handful of
top-notch UMG-Si manufacturers, Rogol
admitted its product was not the best.
»There just isn't enough data to make an
informed call on what the degradation
rates are, what the performance prob-
lems are and what the issues are going
to be,« he noted.

Boisvert, feeling Timminco has al-
ready disclosed too much about its pro-
cess, is not eager to invite more scrutinty.
»We don't want everybody coming to our

“plant,« he says. »Our process is so simple

that people would immediately figure
out the little secrets and tricks we are
doing beyond the patent application.«
The decision to pick Rogol, he adds, was
based on the consultant's experience as
an observer of »sq many different appli-
cations and plants.« When asked why
Timminco didn't choose someone with
an unassailable metallurgical silicon
pedigree, Boisvert pauses. »Is there really
a certified expert people will believe?«
That's probably just the kind of ques-
tion short seller Asensio would be happy
to latch onto in his quest to lower Tim-
minco's image among stock market in-
vestors. But for now, at least, those inves-
tors seem to be sticking with Timminco
and ignoring Demolition Man.
William P. Hirshman

# Complete photovoltaic industry chain (supported by polvsilicon material, solar glass, solar engineering ete, sister companiesy.
@ The ave
& Scheduled production capacity is 1300 by 2009 and 430310 by 2010,

cificiemoy of our sofar cells is above (6,257,

CSGHOLDING was s founded in 1984 ; fssued A&B shares in Shenchen Stock Exchange in 1992 ; the feader in modern Chinese glass processing field.

PhotoVoltaic Y

Solution
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CSG PVTech Co. Ltd.
Tel: +86-769-88288015/16

Province, China. 523141

Contact us for further information or samples:

AR RRAH

L www.csgpvtech.com
-

sic

Fax; +86-769-88288160

Email: pv@csgholding.com Website: httpy//www.csgpvtech.com
. Address: CSG Green Energy Industrial Park, Machong Town, Dongguan City, Guangdong
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Widely despised, shorts are
often seen as unscrupulous
rumormongers. A closer
look tells a different story

olv-Ex President and Chief Financial Officer W. Jack
Butler is the kind of man who might have been
called a eaptain of industry, back in the days when
that really meant something. An erect, dignified man
in his late seventies, he spent 85 years with Mobil (il
and served as chairman of Mobil Saudi Arabia in the heady
days of the 1970s. Solv-Ex has a process for turning oil-
laden sand into crude oil—a vital, almost unimaginably lu-
crative process, if it succeeds. And to Butler, it's more than

that. “I don't just want to make money,” he says. “I want to |

do something for my country.”

But Solv-Ex Corp. is under attack. Picking at a salad in a
eafé near his Park Avenue apartment, Butler stoically ticks off
the problems. Rumors of improprieties and involvement by
penny-stock manipulators. A Securities & Exchange Com-
mission investigation. An incessant drumbeat of negative
publicity has slashed the company’s share price by 60% over
the past few months and has so hurt its reputation that its ef-
forts to finance its sand-into-cil project, up in Alberta, Cana-
da, have been gravely harmed. “We feel we're a good com-
pany,” he says. “Operating ethically. Good technology.” And it
would succeed, he insists, if it weren't for a mudslinging

campaign by a small band of stock-bashing traders: the short- |

sellers, |

~ Cover Story ¥R
OVEY SLO AL o

about  half

Butler's age, polo-shirted and barefoot, is staring at a stock-
trading screen that shows some cheerful information: The
Dow Jones industrial average is falling. Something resembling
panic seems to be taking place, and at trading desks around
the country, men and women are picking up their phones and
yelling “Sell!” This man is on the phone with his trader, but
he's buying—replacing stocks that he had previously bor-
rowed and sold, hoping that their prices would decline. They
have. But there is one stock he borrowed and sold that he is
not replacing. It is Solv-Ex. For he feels Solv-Ex has a long
= way to go before it stopa falling. The company, he asserts, is
£ burning cash like an overheated furnace—one that will even-

THE SEGRET WORI

The Truth
About

Those That
Sell Short

The murky world of
short-selling is besel
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Short-selling ma
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OF SHORT-SELLER

PERCEPTION

Short-sellers are a
destructive force in
the markets.

Shorts add to liquidity in
the markets—selling
when markets are rising
and buying when buying
Is needed most—during
market declines. Shorts
expose accounting irmegu-
larities and mismanage-
ment. They also counter

e Inpaim s o s s s e

PERCEPTION

“Naked" short-selling—
selling stocks that
haven't been borrowed—
15 rife in the markets
and helps drive share
 prices down.

. research is among
m ] rT'IGSt dE’[-E-ilEd and
Naked shorting takes
: place, but its prevalence
has been exaggerated by
critics. Market makers
can "go naked" in the
i normal course of busi-

PERCEPTION

Voracious short-sellers
i destroy companies
by cutting off their
access to capital.

ies targeted b}rk

un-American—that share prices will collapse, The by
made them suffer until just the past fow weeks, A
who put $100,000 in the hands of a typical short

'\ yearend 1990 would have $50,400 by the middle of

But the misery that has enshrouded the marke
NASDAQ in particular—has been mothers milk for she
In recent weeks, they have come roaring back, wi
gaining 10% in June and another 10% to 15% thrg
July, according to Harry Strunk, a Palm Beach (Fls
ment consultant who tracks short-sellers (chart,
The short-seller revival is likely to exacerbate their 1
as piranhas—particularly among investors in small-c
who often view short-sellers as the assassins of (
America. “Small companies can be seriously affected
sellers. Some of these shorts target particular jss
don't know a damn thing about the companies they
ing,” says Edward Mishkin, a prominent New York .
lawyer and a vocal eritic of short-sellers.

BET OR PUSHT Even among hardened pros on Wa
particularly institutional investors, small-stock unde
and brokerage analysts, shorts are shunned and hate
managers will tell you: ‘I don't want anyone sho
stock.” They don't want anyone making money on t
takes,” says one Wall Street executive who routing
with both shorts and “longs"—conventional investors,
tractors of short-sellers maintain that shorts don't ju
share-price declines, they make them happen. Sh
blamed for the travails of dozens of high-flying sto
have taken heavy hits during the recent NASDAQ I
Solv-Ex, Diana, WellCare Management, Presstek,

Technology, and a host of other high-tech companies,
selling and bear raids are part of the business,” coneet
Ex ce0 John 8. Rendall. “But when you put out falss
and get the sEC involved—that, 1 believe, is criminal

Are shorts the bane of Wall Street? Are they vi
scapegoats, responsible whistle-blowers or venal rur

PERCEPTIC

Short-sellers spreas
about companies.

REALITY

Sometimes. But m
often than not, the

accurate in the inv
community.

“..




Because of their contrarian stance and the liquidity ti
provide, shorts have an overwhelmingly positive impa

gers? To find the answer, BUSINESS WEEK delved into the
world of the short-zellers. It wasn't always easy, for shorts
cherish their privacy, and many fear attention with an in-
tensity that can border on paranoia. The picture that emerged
is dramatically at odds with the conventional view of short-
sellers as hood-like market-manipulators.

To begin with, only a tiny fraction of short sales are bets
on the direction of stocks. The vast majorit 8% by
one informed estimate—are merely efforts to hedge stock
holdings or take advantage of arbitrage opportunities with
other forms of investment. Traders who exclusively short-sell
are but a tiny cadre of market players—a handful of part-
nerships and small brokerage firms. Despite their raptor-
like image, they are often victims—not perpetrators—of
stock manipulation. And though they can certainly put a
dent in stocks by leaking stories to the media, the image of
staek-busters” who can drive down share prices is overblown.
Exchange and NAsDAQ rules ban short sales while a stock is
declining. This “uptick
rule,” which allows
shorting only when
the most recent price
change was positive, makes it tough to beat down stocks
by short-selling alone.

To be sure, there are instances of questionable practices by
shorts, such as the aggressive short-selling that allegedly
led to the demise of the Adler Coleman & Co. penny-stock
trade-clearing firm last year. Regulators are investigating
charges by Mishkin, the court-appointed trustee, that shorts
engaged in such nefarious practices as “naked” short-gell-
ing—shorting stocks that haven't been borrowed. Federal
authorities are investigating the short-selling of Organogenesis
Ine., a biotechnology company, because of allegations that
false information was spread about the company (BW—Apr
99). But the overwhelmingly negative publicity overshadows
the contributions shorts make to the market—particularly in
* raging bull markets, when Wall Street hype runs rampant.

Cover Story

LS TRATIONS BY LESA KNOUSE BRAIMAREW

THE TRADE

A short-seller sells
shares that are
borrowed, either
from an institu-
tional investor or—
more perilously—

Four Ways
Shorts
Get Stung

from a retail
wa‘i‘_’ﬂ are four brokerage. Shares
distinct types of in H"mearg“'l':
account can De
short SquUeezes. All borrowed if they
force short-sellers  haven't been fully
[ - - L A w mmid e Tha =kbark

Because of their contrarian stance and the liquidi

bring to bear, short-sellers have an overwhelmingly
impact on the market. They are often the marke
line of defense against financial fraud—frequently
regulators to scams and accounting irregularities, as
caze with now defunet zzzz-Best and College
And short-selling abuses have often been exagg
Naked short-selling certainly happens, but vastly mo
monplace is the “short squeeze,” a chain of ever
can be a blatant effort to punish short-sellers by
them to buy stocks when they are artificially high (
tion below).
REALITY CHECK. The market's hostility toward shor
makes shorting a risky strategy often best left to
sionals. Still, everyday investors have a great deal
from short-sellers, Even when they are wrong or thei
is off, short-sellers offer a refreshing reality check on
varnished bullishness so prevalent on Wall Street
sellers include some of the most talented analysts i
vestment arena and are noted for their adroit, labor-i
research. One short-selling partnership even include
its analysts a retired physician to evaluate biote
stocks. But at bottom, what gives shorts an edge
ghoe leather.

“Shoe leather” might well be Manuel Asensio’
name. Like most short-sellers nowadays, Asensio ha
gers in other pies—from conventional money manag
municipal-bond underwriting. But short-selling is cl
first love. Asensio, who runs Asensio & Co., a New
vestment boutique, is a rarity among short-sellers,
anything but secretive. For the first time since tl
when the flamboyant Feshbach brothers of Palo Al
made some highly publicized stock pans, shorts have
pointed . .. well, “point man” might be the word. ©
what he does” says one short who has never met As
has read his research and respects the guts show
public stance on stocks. “He is totally associated

THE MARKET-FORCES SQUEEZE

In the most typical short
squeeze, market forces or
favorable news drive up share
prices, If prices move up
sharply, shorts must
immediately put up more
collateral—or return the shares.

THE INSTITUTIONAL SQUE

Institutional shareholds
—mutual funds and
nancinn funds—who lo




calls"—his short picke—“and that is something you don't see
much of nowadays.” At least, not among short-sellers,

A native of Cuba who came to the U. S. with his family in
1962, the 41-year-old Asensio began trading while he was a
student at Harvard University in the early 1980s. After
stints as a venture-capital dealmaker and an investment
banker at Bear Stearns & Co., he went into business for him-
self. Asensio manages about $100 million, mostly for wealthy

If shareholders maove
shares from margin

to cash accounts,

shorts must return

any shares
borrowed from

the margin account.

: Common among

thinly traded shares.
The company, or

ok T o] O T p— e p—

When shorts
must return
borrowed stock,
the shares must
be bought on
the open
market. Thus,
short-sellers can
sustain huge
losses if prices
have risen—and
since their

AliFe R aess Arivus

clients. It's a small operation—just
analysts aside from Asensio, all sq
into a cramped suite of offices i
town Manhattan. “I never subor
my own judgment or fact-finding,
Asensio. Not surprisingly, he rot
puts in 14-hour days and hasn't t:
vacation since February—of 1993.
DETAILS, DETAILS. Although his er
of the limelight sets him apart fror
shorts—he even issues press releas
nouncing his short picks—as an a
Asensio hews strictly to the exha

§ detail-oriented approach that is the

sellers’ stock in trade. A good exar
his short sale of General Nutritio
shares last January. Red flags wer

* tering: a high price-earnings ratio,

by corporate insiders, and oversaty
of the health-food market. “I saw
ing but bad news in the future.
were problems with the vitamin m
ingiders were hailing out, same-stor
were weak, What more ean you 1
Asensio reca
m H‘F‘"n There was
Like his peers, Asensio got

P of an upe
Asensio does i ouithe

bl exhaustive fits of *“ar
i dants” aue
research-but botds carots
hE‘-’S fElT nutritional s
ment. that is

from secretive ly - promote

GNC stores. He began by calling secretaries and recepti
at hospitals where the study had been taking place, *T
flavor of what was going on, a smell,” Asensio recall
liked the odor. On the day of the release of the study,

cast doubt on the efficacy of beta-carotene supplen
Asensio hired a lawyer to get hold of it the instant i
available in Washington. Not a messenger service? “Nc
I use the A-Team,” says Asensio,

Asenszio shorted the stock—and iss
press release dumping on the com
Nothing happened. “Their defense
that beta carotene was only a smal
centage of their sales,” says Asensio,
I said at the time: “The problem is
traffie, stupid!” People come into the s
for antioxidants.” Eventually, G
nounced that same-store sales we;
the wane, and the shares fell. GNe
which traded at 23 in early Janua
now at 14. (A spokegman declined to
ment on Asensio but says aNe “firml
lieves our business strategy is in
and working.")

Nowadays, Asensios No.1 stock
company that he despises—and the fi
is mutual. It is Diana Corp., a Milws
eomibany that 12 in thae mrersnos of
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company,” fumes Diana Chief Executive Richard Y. Fisher.

Asensio has shared his views with the message boards of
America Online Ine., where they are welcomed. But Wall
Street is another matter. Asensio and other shorts complain
that brokerage analysts and fund managers have a uniform-
Iy hostile attitude and are loath to even return their ealls. “I
would love for zomeone to call me and tell me that a stock
that I own i= a piece of s—," says Asensio, “But I'll talk to
gome pension-fund manager who owns #4 million of some
gtock, which he bought with employee money. I'] tell him
something is wrong with the company—and he gets emo-
tional! It is ridiculous. It iz irresponsible.” Another short
says he attempted to bring accounting irregularities to the at-
tention of a company’s auditors and found that his calls were
not returned. “I wound up faxing them,” says the short. The
accounting allegations were eventually acknowledged and
corrected by the company.

The whistle-blowing element of short-selling is a sensi-
tive subject. Short-zellers don't like to trumpet it, but if
they feel that a company is using improper accounting or not
making adequate public disclosures, they have no qualms
about contacting the
companies’ anditors,
the exchanges, the
skc, and lawyers seek-
ing to bring class actions on behalf of disgruntled investors.
And then there's the financial press. “I like talking to the
press. We're like investigative reporters ourselves,” says one
short. Another short-seller keeps a small stack of articles from
financial publications in which he was a source—all exposing
fraudulent and shady companies that ripped off thousands of
shareholders. Indeed, many prominent financial frauds of re-
cent years were targeted by short-sellers long before they
were picked up by regulators and the press. Shorts exposed
the troubles besetting WellCare Management Group Inc. and
Future Healtheare Inc. in recent months.

Cover Story

The saga of WellCare, a Kingston (N. Y.) HMO, epitor
the role shorts play as whistle-blowers, “We talked to de
who worked for the company,” one ghort recalls. When
of possible aceounting improprieties surfaced last Marel
company pointed the finger at “untruths circulating
mors” coinelding with a “buildup of a substantial short
tion in WellCare's stock.”

For a while, the company hanged tough, hiring a m
investigative firm, Kroll Associates Inc., to look into the
mouthing of the company. But the shorts were on the
track. Two months later, WellCare restated its previ

1995 i ing them by 804, A spoke
admits that “some of the issues [short-sellers] raised
some accuracy” but that others were “overstated.”

WellCare was a smashing victory for the shorts, a:
SyQuest Technology Ine., a disk-drive maker that hs
tracted shorts because of its ity to consume casl
ten a tip-off of financial woes. The shares have fallen
from a takeover-fed high of $17 in May. (SyQuest won't
ment on the shorting of its stock) Agpgressive accou

THE ‘BAD BOYS’ OF CHICAGO ARBITRAGE

hen Chicago Stock Exchange offi-  something that brought down upon him
the kind of regulatory wrath—a 36 mil-
lion fine—that is usually reserved for in-
sider traders and penny-stock peddlers.
Greenblatt provoked the Chicago ex-
change's ire during an audacious arhi-
trage play on the zhares of bankrupt
steelmaker LTV Corp. Greenblatt sold
mare LTV stock than actually existed,

ciale showed up at the trading

firm Seattered Corp. for a rou-
tine andit two years ago, principal Leon
A, Greenblatt was ready. He answered
the door with a toy dart gun sticking
out of his pocket, a pool cue in his
hand, and a shot of Jack Daniels
gplashed on hiz face., Ushering his
gFuests into a room
without a table, he
handed over the firm's
records 10 pages at a

A judge said the

time. These days, the  Partners may be
crsenihinooks - Cottgaaiylers A

their offices.

No, the Chicago
Stock Exchange doean't
like Leon Greenblatt—

“sharpies,” yet
he upheld their

spirit of the rules,”
wrote Appellate
Judge Richard A.
Posner, one of the
federal judiclary’s
leading economic
thinkers, in a Febru-
ary, 1995, ruling. Pos-
ner noted that Seat-
tereds trading in LTV
helped bring together
the price of the stock

replacing it with cheap
warrants—and reaping
a $27 million profit in

22 trading days. So far,
he has gotten away
with it—and wan a lit-
tle-noted legal victory
in the ongoing war be-
twaen longs and shorts.
Seattered principals
Greenblatt, Andrew Ja-
helka, and Richard O.

and its underlying
value, thereby play-
ing a valuable role in
the marketplace.
Thus, the firm fur-
thered—not violat-
ed—the objectives of
gecurities law, the
judge concluded, up-




and stock sales by corporate officers are other red flags.
Recently, shorts have zeroed in on Lone Star Steakhouse &
Saloon and Landry's Seafood Restaurants, as well as two
manufacturers of sunglasses—Oakley and Sunglass Hut Trad-
ing—because of high insider selling. Sunglazs Hut Corp. CEO
Jack B. Chadsey says his recent stock sale still leaves him
with a large stake in the company and does not reflect any
lack of eonfidence in the company.

EXPERT OVERSIGHTT Specialized expertize is another area
where shorts can bring powerful resources to bear. One
short-seller, who has a physician on staff, {aahr:rrtmgﬂ:-ugene
Ine., a New York pharmaceutical company. The

Hl'lﬂ}fbb studied a company-sponsored clinical study of |t.3
flagship product, an anticancer medication, and found it offered
scant evidence that the product is effective. As is often the
case, however, the company has a dramatically different point
of view. Ronald Pero, Oxigene's chief scientific officer, says the
shorts are dead wrong and that the study offers evidence of
the drug's efficacy.

Right or wrong, research like this is often shared among
shorts, which gives rise to the not unjustified view that there
are “rings” of short-sellers. Actually, “rings" may be a bit pe-
jorative, since institutional investors—and brokerages, of
course—are similarly ready to share stock picks. But there’s a
darker side to short-selling that has recently gained attention
in the wake of the failure last year of Hanover Sterling, a
penny-stock broker, and the subsequent failure of Adler Cole-
man, the clearing firm that executed Hanover’s trades. Trustee
Mishkin found that Hanover and Adler were driven out of
buginess by short-sellers. The shorts, in response, accuse
Mishkin of enacting a short squeeze that deliberately gave
them losses. The two sides are slugging it out in court.

Mishkin maintains that what happened to Adler Coleman is
the tip of the iceberg. He recently stated in court docu-
ments that one of the shorts allegedly involved in the Adler
Coleman failure, Fiero Brothers, went on to target Solv-Ex.

That is denied |
Fiero, the head of |
who notes that he |
bought and sold she
Ex shares. “I'm a
not a short-selle
Fiero.

If the bankrupt:
determines that Ad

Many financial
frauds of late
were targeted by
shorts well

before regulators man was driven ou
ness by the shorts,
spotted them be & rare legal vic

the “longs.” In or
mark case involvin
selling by Scattere
a Chicago stock:
firm, Scattered won a ringing vietory (box). Moreove
are often the victims of manipulation in short s
Squeezes have become commonplace in recent mon
have only abated during the recent market setback.

A squeeze can be quite benign—perhaps a bull
putting pressure on short-sellers. But it can also be
erate effort to put shorts under pressure and push v
by forcing shorts to buy back their shares. To bet on
price decline, short-sellers must sell stocks that they
There are two sources of stock loans: institutions s
kerage accounts. Institutions lend shares for a small fi
ally just one-quarter of 1% of the value of the shares.
are permitted to lend shares from their own accounts ¢
customers’ margin accounts that have not been fully

But shares available for short-selling are growing
ingly searce—particularly for the NASDAQ izsues t
most popular with short-sellers. One brokerage ex
who requested anonymity, notes that institutions
creasingly chary about lending shares to shorts. The
that shorts must borrow stock from retail brokerages,

TRICK SHOTS Euﬂsfa;nﬁnmwm. entitling Ehem to purchase some of
t new stock at a price of about 3.2¢ |

Greenblatt still runs hot share. Even after the plan was con
[ieﬂ_) and against the likes firmed, the old stock traded at an
Nichols of Scattered—  age of 18¢. Since the warrants gres
1C ﬂa_u h Eﬁd nglt]latwmuien ﬁrt:dmnhered the existing shares, S
cover the reenblatt kept selling stock and buying
flauntz a bad- warrants until it had sold 180 milli

3]131&3 boy image even  shares—58 million more than exist
as he continues  BLIND BANDWAGOMN. Speculators ap)

to profit from ently were betting that the stock w

bankruptey arbitrage. “He plays it fast
and loose, and the people who are the

most pi off are the old-timers who
don't understand the game,” says one
exchange member.,

Greenblatt makes a fetish of secrecy,
providing only sketchy details of his ar-
bitrage strategies. In a typical trade,
Scattered sells the stock of a company
about to emerge from bankruptey while
buying newly issued shares or warrants
that replace the old stock. If the old

o s, PN REGEL [FEay S R B JiN TR DS R R, SR I

rise just before its terminal plunge.
Others simply didn't understand or
vestigate the planned fate of the ol
shares. Certainly, the facts were no
eret: LTV repeatedly warned that it
stock price was unsustainable,
Greenblatt relies on a creative int
pretation of the rules. He claims, fo
stance, that as a market maker perf
ing arl:it.rage. h{ﬁ firm is exempt fro
the rule requiring short-sellers to se
up within several liﬂ;.rsu ﬁsl-:ed h:m ]
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There are certainly cases of excess. Just ask
Organogenesis or Adler Coleman’s bankruptcy trustes

themselves open to short squeezes involving customers de- | profits. Solv-Ex, which has made heavy use of offsho

manding delivery of their certificates.

ferings, recently disclosed that the Curacao-based Gri

A vividl—and unusually blatant—example of a short | vantage Fund bought 530,000 cut-rate shares in a Regu
aqueeze took place with Solv-Ex. On Feb. 5, after the stock | 8 offering and then sold ghort in the U.8. a half-n
fell 30°% in a matter of | shares—one-quarter of Solv-Ex’ short interest—Ilockin

Cover Story

days, the company | profit that probably exceeded $2 a share, or 31 million
faxed to brokers and | filing says the short sale was conducted “to hedge

shareholders a “Notice | downside market exposure at the time.”) GFL was still
to Shareholders.” “To help you control the value of your in- | as of early July—in the midst of Solv-Ex’ campaign a

vestment on a steady basis” the notice read, “we suggest that | the shorts.

vou request delivery of the Solv-Ex certificates from your | FOREGN PRESSURE. The offshore shares have been

broker as soon as possible,”

tered for sale in the U. 5., where they will further dila

It worked. Solv-Ex shares began climbing again, ap- | equity of Solv-Ex’ hard-pressed shareholders. S0 8o
proaching the old highs by Feb. 21. “I was bought in at | executives seem to be right. Ehurt_—aellmg is hm:tm
around that time,” one short-seller recalls ruefully. Says a | shareholders—though the problem is from Solv-Ex’

ghort-zellers know the mechan-
ica of short-selling. What they
don't understand is that when a
gtock iz not available from in- ©
gtitutional sources and comes
from the Street, they can get
squeezed.” The risks are mag-
nified, he says, if the source of
the stock loan iz a brokerage
that makes a practice of
aqueszing shorts,

LOOPHOLES. Short squessses are
not a problem for one of the
most luerative, little-noted, and
troublesome forms of short-sell-
ing—shorting of private-izsue
stock sold abroad under Regu-
lation & of the securities laws. -
Aecording to short-sellers and S0
regulators, who are looking into & 00
beefod-up regulation of Regu-
lation 8 stock, such ghort sales
are carried out by favored for-
eign investors—or sometimes,
illegally, by corporate insiders.
No matter who carries them

stock-loan official at a major
brokerage firm: “Very few \

geas friends and not
home-grown short-seller:

But what about the
ghorts in Solv-Ex—the
who are betting that it's
air balloon? Are they rigl
is the company corvect
view that shorts are a
block on the path to oil
immortality? Ultimatel;
markets—baoth the oil and
markets—will answer
question. But so far, th
look for Solv-Ex is not s
because the shorts are p
hardball. Somehow, a sho
er obtained a company
sored engineering repo
“project financing stud)
had them evaluated by
gineering firm of his ow
short-seller’s study cor
that the Solv-Ex process
% “particularly unique, no
it appear to be capable o
effectively protected by
give comprehensive pal
nor is it particularly di

;mt. however, the deals are invariably extremely UNDER ATTACK E::I;n mi;ﬂmnﬂ-e;tmﬂﬁ&n“ ﬁﬁﬁ
ucrative, estimate

When used to raise capital for small compa- Solv-Ex CEO capacity, will __Ffﬂl'ﬂ a $10.5 Imilﬁnn annual l«
_nies, Regulation 8 stock is usually sold at a dis- Rendall hired the $24.7 million profit projected by the co
count to the prevailing market price. The stock 3 CED R_enrdall strongly dlsques the study a
may not be sold in the U.S. for at least 40 days. Kroll Associates commissioned Kroll Associates, the priv:
The existence of such offerings iz often consid- to mvesngate vestigative firm that worked for WellC:
ered a red flag by shorts because of the ﬂJl'lltt'lf"-E.' i probe the shurb—ae}lelrs’ activities.

effect of the stock when it is eventually sold in Shﬂ]:‘t.ﬂﬂl]&l‘ﬂ : That’s the way it is in the world of sho
the 1. S.—and because they show that the com- activities ing: charge and countercharge, study vs.
pany may be having trouble raising eapital. The shorts can hE nasty at times. But th
Shorts insist that insiders sometimes buy such cut-rate | cesses are like a drop of ink in the ocean—an ocean ¢
stock through foreign shell corporations and then sell short | Street hype. For the first time in this bull market, she
in the U.8. market—Ilocking in the profit between the dis- | ers are finally beginning to see the playing field tip, jus





