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THE SEARCH FOR VWALUE

SHORT-SELLING

How to Short a Bull Market-and Live

Despite frequent squeezes, savvy players are profiting from overvalued stocks

ith the stock market up 13%
go far this year, short-selling
ought to be one of the riski-

est imvestment slmtegms
around. And guess what? It is. Shorts
complain that bullishness
ia pushing up dubious stocks
more than ever. They beef
that some institutions make
a point of buying heavily
ghorted stocks to foree shorts
to buy back the shares, dri-
ving prices up further. Such
“short. squeezes’ are becoming
a fact of life for short-sellers.
But bull market and
aqueezes notwithstanding,
short-selling can be worth the
rigk. One need only check out
stocks named by short-zellers
when BUSINESS WI:E&:“IFLD?:
amined the practice —Dec.
29). Nine of their 14 picks
have declined, and among
them were some of the biggest losers
of recent months—including BioTime
Inc., down 55% this year, Multimedia
Games, which has crumbled 73%, and
Computer Learning Centers, down
44%,. Bhortz are among the savviest
researchers on Wall Street and were
shorting Computer Learning long be-
fore its accounting practices were pub-
licly questioned. (The company has de-
nied wrongdoing.)

SHORT TARGETS

Short-selling requires an eye for
what can go wrong—the opposite of
the upbeat mentality that prevails on
Wall Street. Morton Cohen, who runs
Cleveland’s Clarion Partners money-
management group, leoks out for over-
valued stocks, stocks that are vietims of
broad, secolar tremds, scams, or poorly
managed companies. These run the
gamut of large, highly liquid
stocks and small caps, the rep-
utahle and the sleazy. Among
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ia Manuel Asensio, who runs
the Asensio & Co. meney-man-

agement firm. Today his top
picks include Texas-based
Zonagen Inc., whose stock has gained a
gipmificant I‘nl]muing on Wall Street be-
cauge of its Vasomax anti-impotence
drug, which the company feels may
compete with Plizer's Viagra. Asensio
shorted the stock last year, and it de-
elined but then recovered. He remains
short, despite its recent Viagra-foeled
runup—the stock is up some 8% over
the past year. Asensio stresses con-
cerns about the drugs safety and ef-
fectiveness held by eritics, including
ghareholders who have sued the com-
pany claiming securities-law violations.
The company vigorously denies the
charges.

SHORTING THE NET. Another short-sefler,
who specializes in microcap stocks, has
lately been watching—and shorting—
another stock that is a favorite of cold
callers, Gilman & Ciocia. The company
nins ion centers, and it has
been a massive gainer, climbing T090%
over the past year and doubling this
year alone, Barely a year ago, the stock
wag trading at little more than a
buck—and this short is wagering that
sanity will soon prevail.

Short-sellers are keeping an eye
peeled for companies like Gilman and

Zonagen that they believe are dramat-

ically overvalued, Short candidates are

in just about any industry—though
biotech and energy companies are tra-
ditional short-seller favorites. In recent
years, Internet stocks have grown pop-
ular among shorts. As the Ouerpriced
Stock Service newsletter argued in one
recent issue, “Short More Internet.”
Cohen i shorting Source Media Ine.,
which has gained a conziderable in
vestor following for its varions adver-
tizing and cable-Tv products. Another
fast-growing stock to gain short-seller
attention is SLH Corp., whose shares
have spared some 159% over the past
year, though they have fallen back in
1998, The company’s main business is
its proprietary “Syntroleam process”
which converts natural gas into Heuid
finel products. Shorts maintain that the
company'’s $230 million market cap is
far too high.

Other high-flying stocks that are be-
ginning to attract inereased interest
from short-sellers inclode Radica Games
Ltd., which makes electronic devices
for playing poker and other An-
other such stock is Turbodyne Tech-
nodogies Ine. a former Vancouver Stock

Exchange issue that has more than
doubled in price so far this year Tur-
bodyne makes pollution-sontrol ma-
chinery. One publicly held consulting
company, which is trying to get a
foothold on the Internet, is New York-
based THINE New ldeas, a former pen-
ny stock that has climbed fivefold over
the past year. One experienced short-
seller thinks that the market will soon
have a new bdea about this stock—that
it is poing to tumble,

BURN WVICTIMS. Overheated perfor-
mance, however, iz by no means the
only indication of & stock that = worth
selling short. Indeed, many
shorts were burmed last vear
when they shorted Quigley
Corp. after a dramatic runup,
only to see its shares contine
o climb., Sometimes shorts
bet on stock-price losers, running
counter to the tendency of some in-
veators to load up on stocks that are
taking a beating, in the view that they
are “cheap.”

Such stocks are not always bar-
gains. Cohen, for example, is shorting
the free-falling shares of soMus Phar-
maceuticals, which makes ultrasound
contrast agents and drug-delivery sys-
temz, The company's shares are down
6% =0 far thiz year, and Cohen is wa-
gering that the stock's fall iz far from
over. The Street, he notes, loves the
stock. Too much, “It's not too hard to
find shorts in this market," says Co-
hen. The trick i to get other investors
to agree,

By Gary Weiss in New York



