BusmessWeek ’ﬁ

| T ler i o
\ What It Means To You

e "
.I i
R
i :
. I- -.
| k-5
| =iy
B =
lE b :
] |
| e
1 -
""i . _*l_"..
o
.l I -
* a
| e
| ; :‘;:
= G .
] .
] T
|
|
L
- §T| g "
- o
- -I I. E
| .:'-:
1 T
I r

N Stocks Bonds Mutual Funds GlobalMrkets |8
|| High Tech Real Estate-Market Gurus 4
| 1998 E.czrmﬁgs Estzmﬁtes Mﬂ,ch Mom 3

LIl gz |




e o

e B

i e Do e

1 low

STRATEGIES FOR STOCHS

SHORTS

How to Soar with Falling Stocks

Short-sellers see trouble ahead for gambling stocks and some big names in software

owadays, short-selling can seem

mighty tempting. Whether it iz

the Oct. 28 sell-off, the Dec, 12

stampede from tech stocks, or
the frequent declines among microcap
stocks, shorts make money when other
market players can do little else than
suffer. But short-selling in a generally
up market can be rough, even with
the recent market spasms, One widely
followed model portfolio of short posi-
tions, published monthly by the Over-
priced Stock Service newsletter,
climbed 7.5% in just one month's time
because of the .
late-October tur-
bulence, But for
the year it was
up just 6.4%
through late No-
vember, far be-
the Z21.7%
gain in the Dow
Jones industrial
AVerage.

The bull market
isn't the only thing
that makes short-
selling perilous.
Sinee shortz bor-
row stock they
don’t own with the
hope of buying it back at a
lower price, their potential
losses are unlimited. If the
market goes against them, they
can be subject to the dread
“buy-in,” where the broker buys back
the stock they've shorted. Still, a few
well-chogen shorts can put spice in a
portfolic—just az long as you don't bet
the ranch.

AGGRESSIVE ACCOUNTING. Some shorts
select companies on the basis of broad
industry or economic themes. For ex-
ample, Clifford W. Henry, who runs the
Worthington Growth hedge fund, is tak-
ing a hard look at selected software
companies, including
Oracle, the German
software giant AP, and
J.D. Edwards & Co.
He-notes that seme of
their software applica-
tions are more adapt-
able to resolving Year
2000 izsnes than main-

RISKY BET

Short-selling in a bull
market can be rough. One
popular portfolio rose
Jjust 6.4% for 11 months—
vs. the Dow’s 21.7% gain

frame packages, which has helped sus-
tain their share prices. However, he
believes that the increase in sales real-
ized by these companies will subside
as 2000 approaches, “Its a bit like re-
tailers buying in advance of Christ-

mas,” says Henry. Thus, he feels, they
are posgible shortz in the months
ahead.

Another short-selection technique is
to dogpedly analyze financial statements
with an eye toward companies that
may be using aggressive accounting.
One company that has begun to draw
the attention of ghorts for this reason is
Computer Learning Centers Inc., which
operates 14 instruction centers acroas
the country. The stock
haz climbed threefold
20 far this year, giving
the company a nearly
2500 million market
capitalization. Longs
believe the company's
prospects are strong.
But shorts are taking a

hard look at the company’s methods of
accounting for revenues. Not all shorts
are convineed on that point. One promi-
nent short, Manuel Asensio, isn't guite
gure that the company’s accounting is
faulty. But he still feels the sztock
iz worth shorting anyway, on the basia
of its valuation. Computer Learning’s
Chief Financial
= Officer Charles
Cosgrove says
the company’s ac-
* counting is above
8 reproach.

: Shorts also keep

potentially trouble-
some legal disputes,

the Asensio & Co.
investment boutique
in New York, be-
lieves that Avant!
Corp. is likely to suf-
fer from its continu-
ing legal dispute with
Cadence Design Sys-
tems Ine. Cadence
claims that Avant! stole
portions of its database,
which Avant! has de-
. nied. The company’s

shares already have
been creamed as a result of the dis-
pute—theyre down 47% this year But
in Asensio's view, the decline does not
present a buying opportunity but rather
a continued short-selling opportunity.
He feels Avant! shares are likely to de-
cline further, even in the absence of bad
news on the lagal front. The stock is
now at about 16, and "the best casze
srenario 8 it declines to 100 The worst
casze is zero,” says Asensio. (An Avant!
spokesman, Matthew Lifschultz, called
that forecast “laughable” and said he

thought Asensio was attempting to cre- [

ate a “self-fulfilling prophecy.”)
Biomedical companies are also fre-
quent short targets. They are often the
object of excess investor enthusiasm
and can be difficult to understand—
which can give an edge to the intense
research methods employed by many
shorts. One short, noted for his savvy
shart-selling of hiomed outfits, has taken
a short position in a Berkeley (Calif.)

an eye peeled for |

Asensio, who runs |
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company called BioTime Inc., which is
developing a synthetic blood substitute,
Them'nduntmhﬂhxtmsupmurmuth
erg on the market—but iz far pricier.
Thiz short-seller is wagering that it
won't fly and believes that shares of
BioTime are heading toward T or less,
ve, a current share price of 19.

FOOD FADS. Short-sellers often target
eompanies with gimmicky products or

a painless needle that has begun to
interest investors. The stock has
climbed more than 2560% in the year to
date. But one short maintains that
“the only pain will be felt by in-
vestors” and is wagering that the en-
thusiasm for the stock is likely to
wane—and fast.

Short-gellers are often among the
first to throw cold water on high-flying

Objective Communications Inc., which
develops video communication systems,
is drawing short-sellers for roughly the
same reason—what they see as insane
valuations. The company went publie
at 35,50 per share on Apr. 8 and since
then has skyrocketed almost 2006%6—to
a recent price of 15%,

SQUEEZED. Tinv stocks like Objective
are volatile—which can make them,

oneg that seem to pander to the latest | companies. That can be perilous, be- | well, adventurous for ghort-sellers.
fad imn notrition. Sometimes  people
Food Technology STOCKS THAT SHORTS SEE HEADING DOWN who short such
sarvice Ine., for ex- stocks wind up in
ample, has been one el ﬂm“!. :Elﬂi'!u.m “short squeezes,” in
of the standont per- | cemsarmrsscnsec s o s snats st e s s s e e e which brokers seek
formers to date, be- | AVANT! GORP. . 6% AT% to push prices up-
ginning the year, at | Shorts are wagering that legal problems will soon ward and punish
lezz than %1 a share | submerge this company. ghorts by foreing
and climbing nearly | senrwar . - . .o aoay s owea them to buy back
i BIOTIME 19 113 X g
g th ha t

% 6% The company | Makes artificial blood. Shorts feel a cheaper product HEE Shrice: Yo'
operates a food-irra- Wﬂff‘_‘l@}ﬁ'_ﬁ.iﬁ%@i,.......,-,_,---------------------- less likely to be
diation facility and is | CAPITOL BANCORP - | squeezed if you short
marketing its process | A standout performer among regional banks—but far larger issues—though
to food growers and too pricey, says one skeptic. the profit potential is
producers. That's a | ===========Ecaccoocoooooooooooooooooooooooooooooeoseecooe=s | leas. OUne hedge-fund
with food-borne bac- | A huge gainer this year, shorts feel it is overvalued and goes long is shorting
teria—but ghort-gell- | uses aggressive accounting. two fairly large and
ers are \lf'ag&rm_q FIRST AMERICAN CORP. 494 1 regpectable remfnal
that the stock is . . : banks, Mashville-
a bubble that fs | CudcHmESES il Rilmai i or ite B Shotts based First American
about to burst. They _fffl_!t_lf_:r!ﬂ_r!'.lﬁl_l'.’l_!@'_a_ll ?EE'EE“.IE'! _________________________________ Corp. and ) Capitol
believe that compe- | FOOD TECHNOLDGY SERVICE B 593 Bancorporation Ltd.,
tition in the field | Food irradiation has put this company in the driver's based in Lansing,
of food irradiation | seat, pushing the stock high. Too high, say skeptics. Mich.
will bory Food | sossss s s o s o o e e S A AR S S S RA TGS Unlike many
Technology. | GUMTECH IH‘I_'EHHA'III‘.IHAI_. . T Bl 36 gtocks that are tar-

Gambling stocks | Shorts question the profit potential of this small geted by shorts,
have also attracted E chewing-gum company. ~ ______| theres nothing
flocks of investors— | panpe wrong with the two
R R T | MILESTONE SEIE.HTIFIB _ 174 258 banke—exeept their
T Manufactures disposable dental equipment. Shorts are S T
micm'cap ﬁe& has _'_ﬂi'ﬁ_-:ﬁrlqg: f@_’!‘_ﬂb:ﬂl‘_"}@ﬂﬁk_ﬁﬂ g0l ['.‘E"."l'?'?: ...................... in the 1.'i|l;ﬂ:l|.'F of thi;:
lately begun to wa- | MULTIMEDIA GAMES 4% 182 hedge-fund manager,
ger against Multime- | Bingo is choice for this company, which shorts are are simply too high.
ﬁ:ﬁ (Games IHE-.M a | wagering will fall back into the single digits. Fir::a ﬁmﬂ'rjh‘:ﬂg Te-

BT 1]l 8 TS et ittt e e e e e e cently acquired an-
runs satellite-linked | OBJECTIVE COMMUNICATIONS _ 15 180 other bank—at far
bingo games, many in | This recent [PO has soared since it went public. Shorts too steep a price, he
conjunction with Na- | feel the company’s prospects den't justify the price. | halieves. And Capi-
tive American tribes. | =Asof Dec. 15 DATA: B, BLOGMBERT FIMANCIAL MARKETS **Since IP0, Apr. 3, 1997 | tol, he notes, is trad-

The company was

ing at about 30,

trading at just 54: at vearend 1996,
but since has climbed almost threefold
to a recent price of 14%. This short
believes that Multimedia’s price is way
overblown and will soon cascade back
down to the single digits.

The prozpect for painless dentistry
driviez a company that also has begun
to draw attention from short-zellers.
Milestone Scientific Ine. makes prod-
ucts-. f::rr nse by :]entmts—ineludmg

e

cause companies that are “three-bag-
gers” today can become “ten-bagpers” a
year from now. Still, shorts are target-
ing companies such as Cellstar Corp.,
which retails cellular phones and
climbed more than threefold this year

-until a recent plunge. Even so0, the

company’as market mpitaﬁz-utinn in 3640
million—Iludicrous, in the view of one
prominent short-seller who's betting
hen-.r]ly against the company. Likewise,

which is 23 times projected 1998 earn-
ings for the company. The stock, he
says, is really worth 16 times 1998
earnings, or about 21. But, he adds,
“There are no asset-quality issues.
This i purely a pricing situation.”
Gentle words for a short-zeller. But
then again, “pricing issues” are what
put some investors on yachts—and
others into the poorhouse.

By Gary Weizs in New York
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