SELLING SHORT (STOCK)

Role-Play/Skit
(by Paul Grethel)

Skit Characters

Michael—heard some bad news about a Firestone and thinks the price of their stock will tumble.

Sarah—holds 100 shares of Firestone stock; invests money in stock for the long haul.

Scott Brokaw—stockbroker who represents both customers at Merry Lunch Financial Services

Narrator
Teacher

Props
Everyone needs a cell phone; Scott needs a folder with papers in it and a computer

Script:

Michael 
(pretends to dials stockbroker on cell phone)  Hey Scott, this is Michael.  I heard some bad news about Firestone and I think their stock is gonna sink.  

Scott 
(on his cell phone)  Yes, I just read about what is happening to them on the Google.  Are you worried about it?  I don’t think you have any Firestone in your portfolio.

Michael
No, but didn’t you tell me there is a way to make money when stocks go down in price?

Scott
Yes, it called “buying short.”

Michael
I don’t know how it works, but I want you to buy short 100 shares of Firestone for me.

Scott
Let me call you back after I work out the details. 

Michael
O.K., Bye.

Scott
Goodbye. (hangs up, starts digging through his papers and says out loud) I think Sarah Davenport has 100 shares of Firestone that he/she is holding for a long term.  (finds the stocks in a folder with Sarah’s name on it).  Yes, here they are.  Let me check with Sarah.  (Dials Sarah’s phone number and says…) Could I speak to Sarah Davenport.  

Sarah
Yes, this is she.
Scott
Hi.  This is Scott Brokaw, your stockbroker.  I was just looking over your portfolio and see that you are planning to keep your stocks for a long time.  Is that correct. (Scott is making sure she won’t be cashing in her stocks while he uses them.)
Sarah
Yes, I am holding them for another 10 years so that they will help pay for my child’s college education.

Scott
O.K.  That’s all I needed to know unless I can help you with anything now.

Sarah
No thanks, Scott.  Bye-bye.

Scott
Goodbye.  (he hangs up and then writes something down on the stocks)  Now all I have to do is transfer these to Michael’s name.  There we go.  Now I need to sell them (looks on his computer screen to see the current price of Firestone stock).  Looks like they are selling at $50 a share.  I am going to place a sell order for Michael.  (clicks a few buttons on his computer and says…) 
(says out loud) There we go.  $50 times 100 shares equals $5,000.  Michael now has $5,000, and he owes Sarah 100 shares of Firestone stock.  (He calls Michael to tell him he has sold 100 shares of Firestone for him.)  Hey Michael…I’ve taken care of that transaction for you.  I just sold your 100 shares of Firestone and you have $5,000.
Michael
But I didn’t own that stock.  How do I now have $5,000 from selling it?

Scott
Well, you let me worry about the details.  If the stock goes down, you will make some money.  But keep in mind, if it goes up, you could lose money.

Narrator
A week now has passed.

Michael
(calls Scott on the phone) Hey Scott, that Firestone stock you bought short for me last week went from $50 a share to $30 a share.  What do I need to do to make my money?

Scott
All we need to do is buy 100 shares of Firestone at $30 a share to replace the ones you borrowed when you asked me to sell short for you.

Michael
What do you mean the ones I borrowed?

Scott
(clicking a few buttons on his computer) Don’t worry.  You’re right.  The current price is $30 a share.  When I borrowed 100 shares for you and sold them, you had $5,000.  Now I am going to buy 100 shares of Firestone to replace those stocks I borrowed from another stockholder for you.  (pushes a few keys on his computer) Let’s see (pause).  That will cost you $3,000.

Michael
You mean I sold them at $5,000 and am now buying replacements at $3,000.  (pauses and thinks) That sounds like I made $2,000.  Are you kidding me?

Scott
Not exactly.  You did make $2,000 by selling short.  (chuckles as he says) But of course you owe me my commission.
