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   MAJOR RULE CHANGE FOR SELLING SHORT   


Formerly, “SELLING SHORT” was for advanced players only because it was too complicated for beginners.  It required Short Sale Record Tables for maintenance and the issuance of Margin Calls.  The following MAJOR RULE CHANGE eliminates the need for tables and   Margin Calls have been discontinued.  Now it is easy enough for beginners to understand.  The only new equipment you need is some “PAPER CLIPS”. 


The best way to describe this new and very exciting Play Mechanic for “SELLING SHORT” is by illustration.  Suppose you want to “SELL SHORT” 100 shares of Beryl [B] which is currently trading at a price of 200 dollars per share.  The “SHORT SALE VALUE” of this trade is $20,000 (100 x $200).  The “CASH EQUITY” you need to execute this trade is $10,000 ($20,000 ÷ 2).


The 100 shares of Beryl [B] is provided by the Bank.  You must provide the CASH EQUITY which is $10,000.  The STOCK CERTIFICATE(S) and CASH EQUITY are bundled together with a “PAPER CLIP” and set aside next to your other holdings.  Make sure the STOCK CERTIFICATE(S) is ON TOP OF THE BUNDLE before you use the PAPER CLIP.  You cannot access this “BUNDLE”, in any way, until you are ready to “COVER YOUR SHORT” position (“FROZEN”).

         STOCK
                 CASH EQUITY             BUNDLE

 CERTIFICATE(S)                  

 100 [B]            +          $10,000      =             100 [B] + $10,000        

 FROM BANK
               FROM YOU                 HELD FROZEN BY YOU




                                             (PAPER CLIPPED)

Suppose that some time later the price of Beryl [B] falls from 200 dollars per share to 50 dollars per share and you wish to “COVER YOUR SHORT” position.  The cost to buy back 100 shares of Beryl [B] and COVER YOUR SHORT position is $5,000 (100 x $50).  You can now access your BUNDLE and remove the PAPER CLIP.  
Since the CASH EQUITY in the BUNDLE is $10,000, you must request the SHORT SALE VALUE of the stock from the bank which is twice the CASH EQUITY (2 x $10,000 = $20,000).  Now you simply pay the bank $5,000 from your BUNDLE and the SHORT SALE VALUE you receive from the bank.  You must also “RETURN” the STOCK CERTIFICATE(S) (100 shares Beryl [B]) to the bank from your BUNDLE, as well.  The Cash left after payment is $25,000 ($10,000 CASH EQUITY and $15,000 Profit).  The Remaining Cash is all yours and you have COVERED YOUR SHORT position.     
BUNDLE        SHORT SALE         SHORT             STOCK             REMAINING

                          VALUE           COVERING     CERTIFICATE
        CASH
100 [B]   +   $20,000      -      $5,000     -     100 [B]       =      $25,000   

     +  
$10,000
FROM BANK
     TO BANK         TO BANK             TO YOU

^                              ^ 
|ACCESS FOR PAYMENT|

Suppose in the above example the price of Beryl [B] moves up from 200 dollars per share to 400 dollars per share and the game ends abruptly.  In this case, you are forced to COVER YOUR SHORT position  immediately.  In order to buy back 100 [B], you must pay the bank $40,000 (100 x $400) and “RETURN” the STOCK CERTIFICATE(S).  You must hand over your entire BUNDLE to the bank, the SHORT SALE VALUE ($20,000) and an additional $10,000 from your money.  In this case, you would suffer a loss of $20,000 ($10,000 CASH EQUITY and $10,000 Extra Cash For Payment).  Moreover, if you are not on a TRADE space, you must pay the bank a commission of $1,000; but this is beside the point.     
BUNDLE        SHORT SALE        EXTRA CASH          SHORT                STOCK
         

                          VALUE            FOR PAYMENT      COVERING       CERTIFICATE
           
100 [B]   +   $20,000    +      $10,000       -        $40,000     -     100 [B]   =   0               

     +

$10,000        FROM BANK
       FROM YOU            TO BANK          TO BANK

^                                                        ^
|******* ACCESS FOR PAYMENT *******|
Finally, suppose the stock falls from 200 to Zero, is Halted and  eventually becomes Bankrupt.  In this case, you forfeit your CASH EQUITY ($10,000) and you must hand over your entire BUNDLE to the bank.  That’s why it is very important to COVER YOUR SHORT position before the stock price becomes “Dangerously Low”(under 10).

If you have a SHORT POSITION and you can’t remember the stock price at which you sold short, simply multiply the CASH EQUITY by 2 and then divide by the number of shares.  This will give you the stock price.  In the example above, the stock price is $200 per share (2 x $10,000 = $20,000, and then $20,000 ÷ 100 = $200).  

This completes the illustration for SELLING SHORT.  This is a very powerful form of trading; and with this new Play Mechanic it is easy enough for everyone to use.

          Morris Kyrollos
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