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Short appetite for US IPOs

We are on track to make 2014 the most active year for US IPOs since 2000. But a review of short
interest in recently floated firms finds some investors willing to pay over 100% of value to place a

negative bet.

— Go Pro and El Pollo Loco remain the most expensive stocks to borrow with investors willing to

pay over 100% in order to gain short exposure

— Around a quarter of this year’s listings cost more than 4% to short
— Ali Baba has quickly become one of the least expensive stocks among 2014 IPOs

$37 billion was raised for US IPOs in the third
quarter of 2014, making it the most
successful quarter since Q4 in 1999. While
this number is skewed somewhat by Ali
Baba’s recent $22 billion listing, large one day
spikes from several key headline listings
show demand for new listings is strong
amongst investors. Although short sellers
have largely avoided the Chinese ecommerce
giant, the same can’t be said for many of this
year’s crop of newly listed shares.

The chart below ranks the 20 most expensive
IPOs by the indicative fee which estimates
the cost for a buyside firm to borrow these
securities. While the short interest percentage
varies, the fee can be the most revealing
aspect regarding appetite to short as it
represents how much investors are willing to
pay to gain short exposure.

Go Pro and El Pollo Loco remain the most
expensive to borrow of the lot with fees
approaching 100% of the borrowed value.
Note that keeping this position open for a full
year at this current rate would essentially
ensure a loss, so these are more than likely
short time trades after strong price rises.
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Indicativ.  Short Interest %  Listing Price

Symbol Name e Fee 10/8/2014 Price Change
GPRO _ Gopro Inc 110% 30 240 275%
LOCO _ El Pollo Loco Holdings Inc 110% 44 150 151%
WATT  Energous Corp 80% 2.9 6.0 82%
RTGN  Ruthigen Inc 45% 0.7 7.3 -33%
RWLK Rewalk Robotics Ltd 35% 24 120 149%
FPI Farmland Partners Inc 30% 0.2 140 -29%
FRSH  Papa Murphy'S Holdings Inc 25% 171 11.0 -14%
KING  King Digital Entertainment Plc 19% 20 225 -46%
TRUE  Truecar Inc 16% 37 9.0 156%
CSLT _ Castlight Health Inc 15% 65 160 -24%
JMEI  Jumei Intl Hidg Adr Rep Cl A Ord 14% 4.0 220 12%
VTL Vital Therapies Inc 12% 22 120 33%
OPWR  Opower Inc 11% 72 19.0 5%
CRCM _ Care.Com Inc 10% 33 170 -50%
WB Weibo Adr Rep 1 Cl A Ord 9% 11 170 7%
TTOO T2 Biosystems Inc 9% 1.1 11.0 53%
ALDX  Aldeyra Therapeutics Inc 8% 0.4 8.0 -27%
ZOES  Zoe'S Kitchen Inc 8% 273 150 118%
KITE Kite Pharma Inc 7% 53 170 106%
NAQ Nordic American Offshore Ltd % 26 16.0 3%

These fees can get extremely high even
when short interest remains relatively low due
to supply constraints in the securities lending
market. This can be especially true for IPOs
at it often takes time for shares to make their
way to custodian banks where they are made
available to borrow. The 20 firms which cost
the most to borrow amongst this year’s listing
have an average of 5% of their shares
outstanding sitting in lending programs, a fifth
of the average availability seen among S&P
500 constituents.
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Go Pro and El Pollo Loco are excellent
examples of this as the have 1.8% and 2.8%
of their shares outstanding in lending
programs respectively.

Large deals generally not shorted

Note that the larger listing hitting the market
have generally not been the target of short
sellers as the seven of the nine deals which
offered raised more than $1bn this year to
date all command less than 1%. The only two
exceptions in this field are recent listing
Grupo Avl and jd.com.

Headline-grabbing Alibaba continues to see
little appetite from short sellers with less than
a fifth of available shares out on loan which
ensures that its shares command less than
0.5% a year to borrow.

Alibaba Group Holding Adr Rep 1 Ord
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IPO appetite from ETF world

This year’'s rush in new deals has also seen
investors flock to ETFs which track newly
listed shares with the two IPO tracking funds
seeing assets under management rise to an
all-time high of $567m at the end of last
quarter. This is driven by a combination of
strong inflows, over $145m year to date, and
strong returns. Leading this strong return is
the First Trust IPOX-100 which has returned
5% year to date, 10% more than the return
seen in the Russell 2000 index.
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