20 September 2010

Securities Finance Report
Beware the Chinese Companies Listed in the USA

While China focused companies listed in Hong Kong are flying, life is not quite so rosy
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for those listed in America. Short sellers need to be followed here, for their role as
natural skeptics can be predictive of what is to come

The Chinese word DuoYuan is roughly
translated as “diversity” and forms part of
the name of two companies listed on the
NYSE which focus on the printing and water
industries. Very recently, DuoYuan might as
well mean “profit warning” for both DYP
and DGW have seen their shares drop dra-
matically. While China focused companies
trading in Hong Kong (H shares) are flying,
life is not quite so rosy for those listed in
America. Today, we briefly divert our atten-
tion away from the solar companies.

Duoyuan Printing (DYP) is currently a $76m
market cap company trading on the NYSE.
Ten days ago it was a $304m firm. Short
sellers detected troubled times back in Q2
of this year but closed their shorts rather
too soon. Today, the stock on loan in DYP is
2% of total shares or 68% of supply. The
company changed accountants on the 13*
September and the CEO, CFO and 4 board
members resigned at the same time. Mean-
while, a law firm is investigating potential
violations of securities law — no surprise to
see the short interest continue to rise.

Duoyuan Global Water (DGW) shares the
same Chairman and CEO as DYP. Short sell-
ers moved into position as long ago as April
before displaying their confidence that the
shares were overvalued by quintupling the
stock on loan by late August to 10% of the
issued shares or close to 100% of supply.
Institutional investors did not see this com-
ing, by contrast, having increased their

holdings from 1m shares to 2.5m shares (or
8% of the company) by August.

Universal Travel Group (UTA) is another
firm with a colorful recent history. UTA’s
shares fell 19% late last week on rumors
that it is a phantom business according to
an Australian fund manager. Short selling
was reasonably high into the early summer
before hurried short covering took place
from 5% of the company to zero. On the
recent news, stock on loan has spiked back
up to 4% of this China travel group. Again,
institutional investors had bought into the
story and were increasing their shares in
UTA until late July when they reversed this
trend at the same time as the short sellers
were covering.

To establish whether or not these were just
the bad apples in an otherwise gleaming
orchard, we loaded 70 Chinese companies
listed in the US into our sentiment
dashboard to see the overall level of confi-
dence in this sector. Not a single share
came up as “positive”. However, after what
has happened with the above 3, it could be
true that investors are increasingly negative
here. Over the last month short sellers have
borrowed more shares in the following,
while institutional investors are reducing
their holdings: China Integrated Energy,
China Automotive Systems, China Armco
Metals, Zhongpin and China New Borun.
Possible squeezes from a long list are
Yongye International, Rino International

and China Information Technology. The
Energy sector has the most negative senti-
ment.

So while H shares and companies listed on
the Chinese mainland are riding high, life
isn’t so settled for their USD listings. There
is some concern out there that “safe” Chi-
nese growth stocks are somewhat rare.
Investors should pay attention to short
sellers for their role as natural skeptics can
be predictive of what is to come.

Will Duff Gordon

For more information on any of the stocks mentioned in

this article please contact news@dataexplorers.com.
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Stock of the Day: Robert Wiseman Dairies

RWD sees a surge in short interest following its
recent profit warning blaming “competitive pres-
sures” as supermarkets are locked in price wars

Robert Wiseman Dairies Plc
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This is a very simple way to understand whether the market is getting more or less short.
It is derived by taking the institutional longs that are made available to borrow through
the securities lending programs and divides this by what has been put out on loan.
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