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A Word from Mark Faulkner, CEO of Data Explorers
•

2007 has been a remarkable year in which to be short…

•

Factors which have affected shorting this year include:

•

–

The disappearance of the ‘private equity put’ option which previously propped up failing companies.

–

Growth of demand from 130:30 funds.

–

Removal of restrictions on shorting in Hong Kong and the US.

–

The subprime crisis spread from banks and real estate into insurers, retail, construction and the subsequent
credit crunch spread has affected every corner of the global markets.

Successful shorting was not limited to one particular industry. In this brochure you
will find 11 banks and general financial stocks, 4 stocks linked to the construction
industry, 6 in general retail, 2 in media, 1 in basic materials, 5
manufacturers/general industrials and one toilet manufacturer.

Happy Christmas, Mark
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US Stocks

European Stocks

Asian Stocks

American Home Mortgage
D.R. Horton Inc.
MBIA
Moodys
Liz Claiborne
Sears Holdings
Ambac
MGIC
New York Times
Bear Stearns

IKB Deutsche
SportsDirect
Northern Rock
Johnston Press
Woolworths
Fimalac
Ebro Puleva
Sacyr Vallehermoso
Storebrand
Micronas Semiconductor

Sims Group
Sumitomo Osaka Cement
Techtronic Industries
Kokuyo
James Hardie
Casio
Toto
Sega
China Citic
Sinofert

How the stocks were selected
•

We used internal Data Explorers systems to screen for when the borrow began to
rise in global equities. We then analysed each potential candidate to assess whether
the short was well-timed or was ‘late’ in coming to the trade.

•

In US markets the percentage of market cap on loan had to hit a minimum of 10%
of all shares in issuance during the course of the year to be eligible for inclusion.

•

In European markets, stock lending in general does not hit the same absolute levels
as the US. For this reason, the hurdle is set lower, with a minimum of either: 5% of
the market cap on loan or 80% utilisation.

•

In Asia, absolute stock lending levels are generally lower than in the US and
Europe. For this reason, we set the hurdle at 2.5% of the market cap on loan.

•

We have selected large-cap names wherever possible.

American Home Mortgage Corp (AHM)
AHM filed for Chapter 11 protection on 7th August but stock-borrowers were active
months before this. This is arguably the best ‘short’ of 2007.

February 10th: AHM stock fell 14% on the
back of losses at HSBC’s US sub-prime
lending arm.

AHM issued a stark profit warning on April
9th, causing the share price to fall 16%.

D.R. Horton Inc (DHI)
D.R. Horton suffered throughout 2007 due to its focus on building affordable housing
which increased its exposure to sub-prime mortgagees.

April 10th: DHI announces that year on year
sales fell by 41% in Q2 2007.

12th June: The National Association of
Homebuilders confidence survey fell to its
lowest levels since 1991

MBIA Inc (MBI)
MBIA, a specialist company which guarantees bonds’ principal and interest in the
event of default has been the victim of collateral damage in the subprime markets this
year.
August 16th: CDS spreads hit a record peak
of 201bps

October 26th: the company announces
$36.6m Q3 loss and funding difficulties

Moody’s Corp (MCO)
All of the Rating Agencies faced criticism for their role in the sub-prime crisis. Tighter
debt markets have also led to a falling demand for new ratings.

June 8th: Jim Chanos discusses his short
position in Moodys in the Financial Times.

September 6th: Charlie McCreevy, the EU
internal market commissioner, attacks credit
rating agencies for their role in the subprime
mortgage crisis.

Liz Claiborne (LIZ)
The US apparel, accessories and fragrances giant has had a difficult year. The company
attempted to focus on higher margin brands while facing pricing pressure from the
stores which it supplies.
May 1st: Company reports profit warning
with poor Q1 results. Share price falls 17%
to $37.

30th October: Net profit drops 65%. Likefor-like sales fall 4%

Sears (SHLD)
The owner of Sears, Roebuck and Co. and Kmart have struggled to convince investors
that it is on the road to recovery this year.

July 11th: Company issues guidance on
FY2007 earnings below analysts’
estimates. Share price falls 10%.

August 31st: Company announces 42% fall
in Q2 earnings.

Ambac (ABK)
Ambak has faced similar difficulties to other monolines this year as the credit crunch
took its toll.
August 15th: Share price hits new low as fear
of subprime contagion increases. Percentage
of market cap on loan hits all-time high.

October 25th: Ambak writes down $743m on
the value of subprime mortgage-backed
securities. CDS spreads widen to 300bp

MGIC (MTG)
The mortgage insurer was hit hard and early by the subprime crisis this year.

February 7th: HSBC announces surprise
losses in subprime portfolio. MGIC shares
fall 8% in three days

October 17th: Company announces $372.5m
Q3 loss

New York Times (NYT)
New York Times had a tough year and faced criticism from some of its major
shareholders. Print advertising revenues have been declining globally in the face of
competition from the internet and other media sources.
July 2nd: Goldman Sachs downgrades
earnings forecast

October 17th: Morgan Stanley Investment
Management sells its entire 7.3% stake in the
company.

Bear Stearns (BSC)
Bear Stearns, the largest underwriter of mortgage-backed bonds ran into trouble in subprime and asset management this year.
June 2007: News of losses at two hedge
funds managed by BS coincide with a big
rise in stock-borrowing.

September 20th: BS announced Q3 income of
$1.16 per share against analyst expectations
of $1.78 per share.

Ikb Deutsche Industriebank (IKB)
IKB, which lent to German mid-sized companies, was the most prominent German
company to be hit by sub-prime woes in 2007. This was possibly Continental Europe’s
best-timed short of 2007.
July 10th: IKB announces that FY 2007
profits will be in-line with expectations.

July 20th: IKB announces profit warning and
substantial losses in US sub-prime
mortgages.

Sports Direct (SPD)
Corporate Governance issues and poor communication have weighed heavily on Sports
Direct’s share price this year.
July 24th: The company issues a profit
warning to accompany its first set of results
since flotation in March 2007.

November 22nd: SPD issues another profit
warning for FY 2007, blaming England’s
failure to qualify for Euro 2008.

Northern Rock (NRK)
Northern Rock suffered catastrophic failure when its business model failed due to an
inability to access capital markets for funding.
July 25th: NRK announces flat H1 profits and
proposes raising interim dividend by 30%.
Stock-borrowing begins to rise sharply.

September 13th: BBC breaks the story that
NRK had to go to the Bank of England for
emergency funding.

Johnston Press (JPR)
Johnston Press was a well-timed short in 2006 and remained so in 2007. The regional
news company suffered from falling print advertising revenues.
August 30th: Pre-tax profits fall 15%
compared with 2006, sales remain flat.

December 12th: JPR announces further
investment in digital advertising; sales fall
0.2% between July 1st and November 30th.

Woolworths (WLW)
Woolworths’ turnaround strategy failed to deliver in 2007. The business model is seen
as old-fashioned and the retail division remains loss-making.
March 28th: the company’s full-year, pre-tax
profits slump to £16m from £61.5m as sales
drop 6.6 per cent

July 13th: Analysts at Morgan Stanley brand
the company ‘worthless’ and cut its price
target shares from 34p to 22p

Fimalac (FIM)
Fimalac, the parent company of Fitch Ratings, suffered criticism over potential
conflicts of interests in 2007, along with other rating agencies.

June 1st: Fimalac shares fell 37 percent
between June 1st and September 9th. Stockborrowers became active in early June.

September 26th: Fimalac defends credit rating
agencies and confirms sales growth is on
target.

Ebro Puleva (EVA)
Spain’s biggest food retailer blamed lower profits this year on new European
regulations, a weak commodities market, and escalating supply prices.

April 19th: Ebro’s Q1 net profit drops 22%.

November 21st: Ebro shares jump after a
suspected bid by private equity group
Permira, but fall again after Ebro said it knew
nothing of the potential merger.

Sacyr Vallehermoso (SYV)
Spain's highly-geared construction groups have had a rough summer, due to the global
credit squeeze, oversupply and a domestic construction downturn. The country’s 10year infrastructure and housing boom is finally winding down.
April 19th: Spanish stockmarket regulator
suspends trading in Sacyr’s shares.

June 27th: Sacyr’s profits fall 7% after French
market watchdog AMF rules it must make a
higher offer for Eiffage

Storebrand Asa (STB)
Storebrand has taken risks with refinancing this year, which added short-term pressue
to its ratings profile. There were also worries that Storebrand would not successfully
integrate and leverage newly acquired Swedish operations.
May 2nd: The group announce a profit fall
from 466 to 389 crowns

September 3rd: Standard and Poor revises its
outlook on Storebrand from stable to
negative.

Micronas Semiconductor (MASN)
The Swiss semiconductor manufacturer and distributor has been forced to restructure
following falling sales and operating margins.

July 17th: The stock falls 9% following poor
Q2 operating losses and falling sales. Stock
borrowing increases.

October 11th: Company announces
SFR483.2million loss on impairment charges.

Sims Group (SGM)
Sims, the world’s largest metal recycler, suffered from a falling US dollar and
increased sourcing costs.

September 18th: CEO warns that Q1 profits
would be lower than expected. Borrowing
begins to rise immediately.

Sumitomo Osaka Cement (5232)
Japan’s third largest cement company faced reduced domestic demand and higher
depreciation charges this year.
February 20th: Daiwa Research cuts rating
and target price due to higher coal prices and
lower production efficiency. Stock borrowing
begins to rise.

Techtronic Industries (0669)
Techtronic, one of the world’s largest power tool makers, was forced to pass on
production costs to retailers for the first time in ten years.
August 22nd: Company announces its power
equipment sales declined 5.8% year on year
to HK$8,249million

Kokuyo (7984)
Kokuyo, a Japanese office furniture manufacturer, blamed an intensifying price
competition and soaring raw material prices for its low profitability.
April 16th: FY’07 Pre-tax profit declines
24% compared with 2006.

James Hardie (JHX)
The Australian building materials company which derives 85% of revenue from the
USA has faced corporate governance issues and reduced demand from US
housebuilders.
20th February: Three directors resign from the
board after the corporations watchdog said it
would pursue civil action against them.

15th August: Company admits that the global
credit crisis could hit future profits.

Casio (6952)
The Japanese electronics giant has endured product recalls and analyst earning
downgrades this year.
April 16th: Goldman Sachs downgrades the
stock from buy to neutral, removing it from
their Japan Buy List.

May 1st: The Nikkei Business Daily reports
that the company will probably miss
operating profit forecasts.

Toto (5332)
Japan’s second largest lavatory manufacturer suffered from flaming toilet seats and
burning bidets (no joke).
April 18th: Company announces that 26 toilets had malfunctioned and three had caught
fire. Company spokesman Yasuhiko Matsumoto said: “We've been promoting a culture of
washing one's backside since 1980, and that's given us a 60 percent market share. We
want customers to contact us as soon as possible if there's a problem.”

Sega (6460)
The Japanese games and software company suffered from a falling Yen and a drop in
popularity of certain games.
February 7th: Net profit falls 22% between
April and December 2006, due to weak
pinball machine sales.

May 11th: Net profit falls 34% in FY 2006.

China Citic (0998)
The Chinese banking giant has had a turbulent year, nearly doubling on their first day
of trading and buying a large stake in Bear Stearns.
April 27th: The shares debut on Shanghai and
HK stock exchanges simultaneously.
Limited supply restricts the borrow which
rises sharply throughout May.

October 17th: Company announces $2bln
stake in Bear Stearns; stock falls 13% over
next eight days. Patient stock borrowers are
finally rewarded.

And a reminder that sometimes shorts go wrong..
Sinofert, the Chinese mainland’s largest chemical fertiliser importer and distributor has
had a stellar year. Stock borrowers continue to lose money on the trade.

April 12th: FY 2006 Net Profit rises 15%

October 18th: Company buys large stake in
Qinghai Salt Lake Potash.

Summary & Disclaimer
•

Many investors are still short of the securities listed in this document, as
evidenced by high Utilisation* numbers.

•

In many of these cases institutional investors were short long before the share
price began to fall.

•

*Utilisation is a proprietary calculation which refers to how much demand
there is to borrow a stock.

For further information about Data Explorers, please call:
Will Duff Gordon on +44 20 7392 4007
or
Alex Hofmann on +44 20 7392 4010
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