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ABSTRACT

he Wolfson brothers have been fined over 14.5 million dollars recently by the US Securities
Exchange Commission on the allegation of naked short selling. However, the issue is more
complicated thanks to the use of financial derivatives in the “reverse conversion” strategy by the
Wolfsons. The brothers also used the innovative strategy called “reset transaction” to avoid the
regulations. The case discusses how the regulations cannot catch up with innovations in the market. It sheds
more light on the ethical aspect of all relevant parties. The case ends with the analysis of how the reverse

conversion strategy possibly exists in Thai market.

Keywords: Short Selling, Financial Innovation, Financial Derivative, Ethics
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Jeffrey A. Wolfson tHug@manninddaszluig llinois stwietuil 1 ansaw 2005 fetuil 8 wamnan 2007
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Inefldnesdeaiuil awlsianungdotiatodli Market Maker fanfingn 13 Yureufidinvniudazuds Fail to
Deliver BsfisuaziBuniiiiadoeiulseifuiinansandol

1. ng) 203(b)(1) ﬁﬁwuml"iiﬁmimwa%mﬁmﬁmﬁﬂmﬁuﬁumw%ﬁmqwaﬁL%a\lﬁ’iwzmmmiv"mﬁulﬁﬁu‘?ua’o
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nagnin13%es1enanseiitiey Wolfson ufde n13218 Reverse Conversion lungamannindfiisania
Threshold Security Bavsnafandnnindiignazyingaiesesaiu Fail to Deliver’ udsiaviulungaiiazgaiuade ussn

fzeweinmszijusuingeglufiovesnguifioulnailivsradazany ilkidunmidsuluaaieiies nsduu
wislusezainaziduseniiisludmafigenn nagnsaes Wolfson iumsviilsanasmesesadudenanilaniugs

¥

’gaotﬂﬂéji’m%aﬁuﬂlumjuﬁmmLwiammﬂwﬁnw%'wﬁﬁ http://www.regsho.com/fag/tsbasics.php

ACUANCULEMAQSIAMSUNYG UMDNENaasssumans

13



14

nagmsn1syevesalaelsinseniu (Naked Short Selling): nagiAn® iy Wolfson

n3snn1sdImlanie Arbitrage uazweneavdnidsanisinfulasnse mazardeaduaendeludasgenn udngoes
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TiAamlsuuy Arbitrage yadgnizaswasnilasdaslifuunlunnszdusna ud J. wolfson wulamaluniséniils
iilasannideiansansieniiu edyannslunamiy wohsawsgndasiidnfusinuacliflamananu detizu
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A19197 1: Namls-21anuaNaIUYIENaUAS o 2B9naLns Reverse Conversion

. flsan Mlsan mlsan mlsan flsiadn . _
AU . > P e flsand
o msvaTAu nsINe n1stie Call  nn9die Call 9NN910 i
(w3pay) : o o (1+2+3)
) Put (2) Gt 1 Gt 2 call (3)
25 -5.55 3.75 2.33 2.32 2.325 0.525
24 -455 375 1.33 1.32 1.325 0525
23 -3.55 3.75 0.33 0.32 0.325 0.525
22 -2.55 3.75 -0.67 -0.68 -0.675 0.525
21 155 375 -1.67 -1.68 -1.675 0525
20 -0.55 3.75 -2.67 -2.68 -2.675 0.525
19 0.45 275 -2.67 -2.68 2675 0525
18 145 1.75 -2.67 -2.68 2675 0525
17 245 075 -2.67 -2.68 2675 0525
16 3.45 -0.25 -2.67 -2.68 2675 0525

xx filagnd = 0525 x 35,000 = $18.375
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g 16 17 18 19 20 N\21, 72 23 24 25 eeeeene Profit from short put(2)
ré 2 1 — — — 7~ ~ ~ — . average profit from call(3)
~N Net profit (1+2+3)
4 - ~
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§19807U¢ Fail to Deliver Wlafiaraaniunin Wolfson ‘laiv'hmﬁmmﬁu G FEfILDY u%ﬂ’mﬁnﬂ’ty‘?i%ﬁ'mﬁ%aﬁu G

TusaauaziSnifivduluss Wolfson nszuiumsilisaniinig “Buy-In”

widuauIfiiins Wolfson Luginen13liiinnns Buy-In sasuismyintiydwsnzinduiwinandeadasuaiy
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' o

. J. Wolfson vinnsiavfu 11G 91u2u 35,000 ¥uilsna1 18.83 inisadaviuiugauwiniiu nnsviuuil
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: J. Wolfson ¥1n13%8 Put Option #ila FLEX uanaanangfwaiauieaiuiiznediuli S1uiu 350 niae

a

videar 100 u uae g luiudl 26 nuauS 2007 (81 1 Tu w1z Tudl 24 uaz 25 nuaTuSiuTuans-aiing)
i ldans 30 wivy Felusnsiusian 1G ogfl 18.83 w3ny vtifudiedluaniiz In-the-Money wn #51A7

WilEN 11.20 WaBsaviu
26 NNAWUS 2007
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Ay o 3 Aca v a

. J. Wolfson 1485 Put Option tipzneduAulyfegduan3iu s1uiu 35,000 Hu duiineilide fuiliiede

. U q

A ludui 23 nuAUEIULEY aih\ﬂ,iﬁmumsmﬂﬁumnm{[‘ﬁﬁm% Put Option Tuiudl (T) azifunsa¥roiussluns
218%ud1uIu 35,000 #udnassludn 3 Judenn udnasnnisdeduluiuil 23 nuariufazlyndremdsainuism

o o o

wndfiseufosuda wariusen1318%uain Put Option Harfimavainuisnindusdlddandudnassludn 13
Fuvimsuuan T+3

TuudunINAnIea Iy 35,000 Fula Put Option 911U 350 viae Wity 30.03 wisnsaviu (18.83

° o 1w

wizamSuaAuas 11.20 wisamiue1 Put Option) %9 J. Wolfson a¢1d&n5 Put 2nevunduiisnan 30 wisw

o 9

[ Vv

Tudn 1 Jusdeun wihiumisdunu 0.03 wdswsedurdawindy 1,050 wdswspsTuIuRUING [RaNANRBINGDEY
Reg. SHO

v o A a '

N5 Reset Transaction Y11 J. Wolfson saaiuannmdssesuisnintadiwsicuisnindudasfnin J.
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Conversion maumnﬁuwumquui’uﬁ 21 WmEYU 2007 J. Wolfson a#p99in Reset Transaction Lfindnateiioy 1
afaudunu 003 wisaseiudnas Tutufl 19 fiunaw 2007 ilesnuaa e Fail to Deliver Tuiufl 23 nuaniusls
qundnasBeufl 21 wweutiues defuazifiuin Reverse Conversion ﬁﬁaﬁmqmwzﬁaoﬁmsﬁ’l Reset Transaction
29U N139 Reset Transaction ﬁmzﬁﬁunn 13 utfuaniufl T+3 LﬁﬂLﬁﬁQiﬂiiN“ﬁx‘lﬁ’] Reverse Conversion
mauﬁ'mm:vgn 4 Aafivh Reset Transaction aun1 Reverse Conversion ﬁmﬁmzwmmq Fugdrit Wolfson diaevin
nagns Reset Transaction YWNIB5H28 Reverse Conversion Tuiufl 1 nNAUS mmsmtmﬂﬁﬁagﬂﬁ 4

Mon Tues Wed Thurs Fri

February
5 (V] )
12 13 14
19 20 21
26 27 28
March
1 2
8 9
15 16
22 23
29 30
5 5] Reverse conversion day
12 13 Reset transaction day
19 20

=p.

o

4: Yjiufeden13viiginssuaes J. Wolfson

nUfiiulugud 4 asifiudnfuaaniudl 1 quanius (Sufl T) J. Wolfson 218 Reverse Conversion aanly
fuii 6 nuAWUSAD Fuil T+3 Mutudoney udong 203(b)(3) Tugue Market Maker fitiog Wolfson Sefiiaandn
13 Funoudtinintiyfazasaaauie seaufieiufl 23 nuansius fiiios Wolfson 39vi1 Reset Transaction Afufl 1
ntfuuszanmslEanganesiulu Put Option axiiatuiudl 26 i 28 nuaniusdeonaediutudl T f T+ Snadmils
wazuil 13 twen T+3 Tunsdidde Juil 19 flunan Aiiine Wolfson faz1igsnssn Reset Transaction saufiaay
uazuseuiguilliides 4 sunidaananslunismefieenneurih Reverse Conversion asswsnazmumany wuluguil 4

Ao Tuiufl 20 wwsuiiuies Gofitios Wolfson #a91i1 Reset Transaction Viavinm 3 ASalut9aY

"9l Wolfson 819¥1 Reset Transaction #38n13218 Call Option Wwnun13%® Put Option fugamanfi3iuil

v A o

gl
Tnez1s FLEX Call Option fifisnanld@ndaunn Tadwanfineduldlidnimedoduaunaululusiagn nasnsnléd

9
o a

sufuguieaiunsdi@s Put Option Ao ugniundulueglufieddwadnasmile

7330333 Reset Transaction 8131350v ¥ J. Wolfson $nenan1izansweiafuaunnneiyzes Option fiinau
118 Reverse Conversion 131¢ uazéiovilii J. Wolfson asnsndenwansuunulddsusfufiimihginsss uazds
533AP89 Reverse Conversion Ayananslal Put ff Call diavfidmilagnldans wailldde fuain Option fdazananin
vhanBasnuznsl#dns Put Option afsgevinananisvh Reset Transaction létiules MntnssasgsnIsuianan
wanslasod]
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#oe9gansanAaduluTunuanigey Reverse Conversion
20 LW¥BU 2007

- Tududusiaiuses 1G agil 25 wduy dnfu Call Option i J. Wolfson #al$azagluaniie In-the-Money
Jaldansdafisnan 20 dsdwau 35,000 fu uazsimdnninddonanludensulifunisi Reset Transaction Ay

v

gavhe Tupuedl Put Option finnslunueanglaslifinagnldans

31ngInssnTannafina1u1a3Ul#I1n199 Reverse Conversion Tusu 11G ¥ 1% J. Wolfson lélagnd
15,225 wsay Gennainiilaneuusn 18,375 wniuwinenndian19vi Reset Transaction 3 A9 funuiwiniy 3,150
Wiz andeanandadudnazdona

Tunmenduifumingiazesdiu IIG anasanamndy 20 Wl Call Option el farvunenyuuy Out-of-the-
Money usi Put Option flananglFazgnld@nduazaanuuiiusaldfnsvnesndiesan o szl agwlsfinan
arldlsnnniseresadusinrivilsainniszie Put Option Tufuusniivigsnssumaiiuaaslunsei 1 agi

5. AUWOMUMSWDISAUNYOD N.A.Q. Joous:InAansgolusmM
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Toofl  sunuaeweiavu = S, x daneanidelumsbuiu (BF) x ¢
AsTNLHENTNe Put = P x A1sssuLilsndanny (CF)

AsTuLHENGe Call = C x AsIINHBNGDe (CF)
mMBYaALAN = VAT

ACUANCULEAMAQSIAMSUNYG UMdNaNagsssumans

23



24

nagmsn1svevesalaelsinseniu (Naked Short Selling): n3giAnm iy Wolfson
auuﬁlﬁmq Option %38 Derivative Warrant (DW) Lastiansznesesawindy 120 Y4 wasivuals
Fenliinsuintu 102% veesailagiu (@nsafvuawiniueiladls) waslisdsdesiunudndelomaiiinenns

IeAN5ITHLIENYEY Option Tuiuil o TurnAey §INNTALEAIAITINTZUENTINBEU (Payoff) Tfaua13197 2

asef 2 n1atszendldnagns Reverse Conversion Tuuszinalny

‘5’Iﬁ‘W!u - . E X _ muvgumwamu
Tl'lﬂ‘!iilﬁ'ﬂ‘izu 918 Put %48 Call ﬂ"l‘l‘ia:ﬂﬁ
95 5 -0.9986 -1.0000 3.0014 3.0014
96 4 0.0014 -1.0000 3.0014 3.0014
97 3 1.0014 -1.0000 3.0014 3.0014
98 2 2.0014 -1.0000 3.0014 3.0014
99 1 3.0014 -1.0000 3.0014 3.0014
100 0 4.0014 -1.0000 3.0014 3.0014
101 -1 5.0014 -1.0000 3.0014 3.0014
102 -2 6.0014 -1.0000 3.0014 3.0014
103 -3 6.0014 0.0000 3.0014 3.0014
104 -4 6.0014 1.0000 3.0014 3.0014
105 -5 6.0014 2.0000 3.0014 3.0014

yinmanidutuilsgnizesnagniaswiiudiugunisdesisi 3.0014 vmdedu Tugnazilacliialona
Tunsdnils wimnanzdonafeuluiuanudniuizassamdnninidulumuaunis @)

P-C>TC+(K-S) )
a3 (3) Nwnuly @) azldauns (5)
P—C>(SoxBFxt)x (1+VAT) + [((P X CF) + (CX CF)) X (1 +VAT)| x (1 + 1)+ (K —S;)  (5)

quN15 (5) WunTUaAIANNENAUS TunueD YR WANNSYN Arbitrage ﬁ’ul,a‘flun'ﬁﬁ']ﬁqinﬁuriauﬂfu
nuABNY AItULNBUTUANNNT (5) Ty a vala ﬁﬂ\‘lﬁﬂﬂﬂiﬁﬂaﬂﬂaﬂLﬁﬂtudﬁuﬂ’l?‘ﬁﬂ%ﬂﬁ:uﬁﬁhﬂ U Jununnng
fya uazAsssaienlunisBozne Option fiiia ou Tuiivhasnssunisusuiduyadiagiuuansldnuannis @)

[(So X BF x t)X(1+VAT)]
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ANuFNRUSTRURINTaLEAYEIUANNE ISR Put-Call Parity léguiu lasudasannis (1) unns
muunenidenusiuluuaaiiasaldianms (7)

C+Ke=P+5, (7)
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Call Option azlgigail
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P—C—[(SoxBF xt)x (1+VAT)]e™™ — [((P X CF) + (C X CF)) X (1 + VAT)| —Ke™™+S,>0 (14)
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