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Elon Musk, CEO of Tesla, Inc., is causing trouble for the myriad of speculators who : ! Tel. 1.780.409.7735

are betting against Tesla. P Fax 780.409.7777

: + www.TheMacBethGroup.com
By announcing that he is thinking about buying all publicly traded shares at $420 :
per share, he sent a chill down the spines of many short sellers. ; Hilliard MacBeth

+ Director, Wealth Management

If Tesla goes private at $420, what would it mean for traders who have sold short? : Portfolio Manager
* Tel. 780.409.7740

Here’s the tweet issued on Tuesday, August 7 that caused all the fuss:

tesla on Twitter
https://twitter.com/search/tesla

Elon Musk
(@elonmusk)

Am considering taking Tesla
private at $420. Funding
secured.

23 hours ago - Twitter

Source: Twitter, @elonmusk *


http://www.themacbethgroup.com/

What Musk means by the phrase “taking Tesla private” is offering to buy all the
shares that are trading publicly on the stock market and delisting the shares. This
has never happened before with a company as large and valuable as Tesla,
although it does happen when private equity investors buy smaller companies.

Going private makes life difficult for traders who have “shorted” the stock as they :

need to borrow shares from the listed stock market.

“Short selling is a long-established practice for professional traders in the stock :
market. But short selling is still not widely understood. Even most professional
money managers awid it. When traders sell short, they borrow shares from the :
market (through a broker) for an indefinite period with the promise to replace them :
at some future time or when the brokerage firm demands them back. If the stock :
falls, the trader buys back the shorted stock at a lower price and makes a profit. If :
the share price rises, the short seller could lose money if forced to repurchase the

shares at a higher price.”

From “When the Bubble Bursts: Surviving the Canadian Real Estate Crash” Page :

240, Second Edition, June 2018

In the book | describe one of my most exciting and stressful experiences as a short
seller. 1 would never sell a company like Tesla short, but | have seen many

companies worth shorting in more than four decades of investing.

Short sellers are winerable to asudden surge in the price of shares they are “short”. :
The mechanics of short selling expose the short seller to the necessity of replacing :
shares that have been sold, sometimes at a moment’s notice and during a time of :
higher share prices. Replacing the shares by a purchase on the open market is

known as “covering the short”.

The risk of share prices rising is especially acute for the short sellers when there’s
a takeover bid for a company. Since Tesla is the most shorted company, with an :
unprecedented $14 billion of value of shares sold short, this announcement by Elon :

Musk affected many speculators negatively.

The borrowing of shares from a broker is subject to the risk of the broker not being
able to find a willing lender of the shares. If no shares can be borrowed the broker :
issues a “buy-in” notice, requiring the short seller to either deliver the shares that
have been sold short or to purchase shares on the open market to replace the
shares that are short. In a rising market after an announcement like this a “buy-in” :
can be very expensive. The broker makes every effort to “locate” stock to borrow,
but since the potential lenders of the stock would like to see the stock price go :
higher they can decide to withdraw their stock from the lending market and watch :

the short sellers squirm. This is known as a “short squeeze”.

In this case, short sellers could be squeezed all the way to $420.
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A “short-cowvering rally” occurs when short sellers are pushed into buying back
shares by their brokers. Tesla’s stock market action in the last week looks like short
cowering:
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The lesson is that we don’t want to be a short seller of shares unless we are
convinced that the company is in trouble and we are prepared psychologically and
financially to live with a “short squeeze”.
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