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(w w w.sedi.ca) was scheduled fo r

launch. But S E D I d i d n’t get up and

running until late 20 0 1, and was then

s h ut down in Ja n u a r y, 20 02, because

of seve ral difficulties. No wo rd on a

relaunch date—the O S C says it’s a

“co m pl ex pro bl e m .” For you, it co u l d

be a co s t ly one.

DEAR DOCTOR

I ’ ve no ticed that short sel lers are ga ng i ng

up on Nortel Ne t wor k s, Bom ba rd ier and

Quebecor Wor ld. Shou ld I bail out or ju mp in?

—Torn, Ottawa

DEAR TORN

Short sellers profit when a co m pa ny ’s

s h a re price goes down. With batte re d

s tocks like those thre e, it looks easy

in hindsight. But short sel ling is

almost always more dange rous than

b uying a co m pa ny ’s shares dire c t ly.

Plus, for reasons I’ll ex plain in a

moment, if a quantity of a co m pa ny ’s

s h a res have been sold short, that can

add to upward pressure on the share

p r i ce. Tra n s l ation: Yo u’ re pro ba bly

too late if yo u’ re thinking of joining

the market bullies wh o’ ve alre ady beat

up on the likes of No r tel, Bo m ba rd i e r

and Quebecor World.

A quick re f re s h e r, then: Short sell-

e rs borrow stock or shares and sell

them. If the price of the shares de-

clines, they can lock in profits by buy-

ing the shares at a lower price and

replacing the borrowed stock.

This is inhere n t ly very risky. If yo u

buy a stock and the price declines to

ze ro, the most you can lose is yo u r

initial investment. If you sell a stock

short and its price climbs, you can lose

far more than your pro ceeds from the

sale. Th e o re t i c a l ly, the sky is the limit

on your loss e s .

No r te l ’s share price sank from an

all-time high of $124 .50 in Ju ly, 20 0 0,

to 67 cents in October of last ye a r,

though it climbed to around $3 re-

ce n t ly. This illustrates why a large

short position can be both a bearish

and bullish sign. Short sellers re a l-

ized e a rly on that No r tel was in tro u-

bl e, and t h ey added to the dow nwa rd

p re ss u re on its share price. But unless

a co m pa ny goes bankrupt, the bor-

rowed stock has to be re pl a ced. If the

s h a re price rises, short sellers ofte n

s c ra m ble to cover their positions,

wh i c hadds to the upwa rd momentum.

Both Bo m ba rdier and Queb e co r

Wo rld shares pl u n ged in March wh e n

their financial pro blems deepened.

Th at vindicated shorts wh o’ ve been

talking down the co m panies for ye a rs .

Still, you have to wonder how much

lower the shares can go.

Some other things to watch out fo r :

D o n’t look at only the to tal short posi-

tion. No r te l ’s March 15 to tal of 70.3 mil-

lion on the TSX re p re s e n ted just 2%

of its 3.8 billion shares out s ta n d i n g .

Howeve r, the 193 million shares sold

short on the New Yo rk Stock Exc h a n ge

added another 5%. Also, re m e m b e r

t h at hedge fund manage rs, arbitra ge rs

and other sophisticated inve s to rs ofte n

sell short as part of more co m pl ex

s t rategies. Th ey may, for exa m pl e, buy

s h a res and sell some short at the sa m e

time to re d u ce risk. Yet even profe s-

sional short sellers screw up. Th i n k

tw i ce befo re trying this at home.

90 M AY 20 03 / R E P ORT ON BUSIN E S S

G r e e n

HOTSHOT MONEY MANAGER OF THE MONTH: KIM SHANNON

E v e ryone’s a value investor today, now that “momentum,” “rotation”
and “growth” are tarnished terms. That’s also a smart strategy, since
buying underpriced shares is the only time-tested way of outperform-
ing the market. But what puts the value in value investing?

Finding stocks with low price-to-earnings or price-to- b o o k - v a l u e
ratios is the usual starting point. If that sounds easy, you’ve probably
never tried it. Not all companies’ earnings or sets of books are created
equal. If you can’t tell the real from the bogus, you’re better off buying
scratch-and-wins from the corner store. Or entrusting your money to
fund manager Kim Shannon.

Shannon took over as lead manager of the C.I. Canadian Investment

Fund in June, 1996. Since then, the fund has racked up an average
annual compound return of 11%; average S & P / T S X Composite To t a l
Return Index was 5.7% during that time.

It’s hard to beat the market without opportunities. As the ever-ani-
mated Shannon puts it, with a flourish of hand gestures, the fleeting
moments arise because “human emotions move the market.” In the
absence of reason, “when there’s no positive expectation left,” the
shares of good companies are quoted for less than they’re worth. But
first you have to find good companies. Shannon likes them big and
established: Royal Bank, Magna and Alcan, to sample her current port-
f o l i o. She also likes them simple. “A good business model is easy to
explain. Complexity is a smoke screen for bad ideas.”

Then you have to find good prices. Shannon starts with a computer
model that screens stocks based on P/E, P/B and other standard value
ratios, which in turn spits out a list of names. That’s when the heavy
lifting begins. More often than not, shares are cheap for the right rea-
sons. “Financial statements are as much a marketing tool as a reflec-
tion of financial position,” says Shannon, who can summon the energy
to be enthusiastic about pension accounting. 

The trick is to find shares that are cheap for the wrong reasons. For
that, you have to embrace the drudgery of scouring the notes to finan-
cial statements for clues to accounting tricks. “Companies are guilty
until proven innocent,” Shannon  says, her eyes narrowing a little. That
stance goes a long way to explaining her track record. Bad managers
often blame the market for their returns. The truth is that many of them
didn’t—or couldn’t—do proper due diligence. 

Despite a dreadful deflation of stock prices, Shannon doesn’t see the
bargains today that she saw three years ago. That’s right: Relative to
their financial fundamentals, stocks were cheaper at the height of the
bull—at least the stocks Shannon likes. To d a y, prices have caught up
with the fundamentals. That makes perfect sense if emotions rule the
m a r ket. But aren’t women emotional? Is that why so few of them run
money? Nah. “Women don’t suffer from overconfidence,” she says.
“They don’t invest with ego. ” — Fabrice Ta y l o r

Send your questions to Po r tfolio Docto r,
Report on Business m a ga z i n e, The Globe and
Mail, 444 Front St. W., To ro n to, Ont. M5V 2S9.
E-mail: portfo l i o d o c to r @ g l o b e a n d m a i l . c a

ANNUAL RETURNS ( C. I. Ca nad ian Invest ment Fu nd) 

19 96 19 97 19 9 8 19 9 9 20 0 0 20 01 20 02

27.3% 24% 1.7% 6.8% 18% 8.9% 0


