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; Dear Mr. ,Vangunten: ,'!) I

'I . - ... .. I j I I.

i! ,Th ~k you for c~ntacting me to express your concerns about i

I

\ the '.1.nvstment technlque commonly called "naked ~:hort selling .:," :
, : r ! I appre iate hearing your views on this issue. ( ,, 1 I . I

I

I

i' ,I,

~ : ,) ; It is important that we protect the integrit.yof the stocrk !
. i :mar~et.

~

Manipulation of the market threatens confidence in the i

market nd harms small investors. The practice of naked short: .. " I

i selling :in which investors short shares they don't Own or int~n~
I to borr

i

~' is,il~egal and regulated by t~e S~curities and! I

. I Exc~ang, .Commlsslon. (SEC). In Augu~t 2004 t~e SEC changed ~ :: I

: I

I

re,~lat on, Regulatlon SHO, to requ~re short:sellers of eqult~ t~
lOcate eCl.lrities to borrow before sell ing I and to impose stri:ct i

; . I deliVer

!

requirementson securities. : ' I: :

; ; I ' . I. ,
. i I . Se eral consumer groups' and constituents have expressed \ :

: ! I condern ~bout the SEC's implementation of R~gulation SHOo Fo~'
. : I this re ~on, I sent a letter to SEC ChairmaniDonaldson, ~ :

: !

I

, request n'g information on naked short sellin$ and the steps th:!it:
.: theSEC is taking to eradicate this illegal trade pr~ctice. r;

: ! have! en l'osed a copy of this letter for your: information.
! .

!
~ !

.. '
,
1

\
!

! Al
[regardi
in case
feel fr

hough there is no legislationpending in ithecongress 1 .. I

9 naked short selling, I will keep your thoughts in mihd;

the Congress addresses this issue le$islatively. Plea'Sei

e' to keep in touch. . ; I.

s~.cere!{, . .' ! I

~~ ~ " I
R1chard J. Durbin ~ I
united States Senat'or . !
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April 15, 2005

E):change Commission

- ': "

,
I
I. . ~<

.-

irmanDonaldson;
~ i

. . ~ :
I ; I pm writing to request information regarding the June 23:, ;

~ 200~ Sepurities 'and Exchange Commission (SEC) short sale' Ii

i regulat.on, designated Regulation SHO. On March. 9, 2005, the t
;Senate ommittee on Ba.nking, Housi.ng, and Ur~an Affairs held a::

ihearing on Regulation SHO, in which Chairman'Bennett spoke with

I you abo ~ the regulation's effects on the illegai practice of;
inaked 8 ort selling. I 'thank you for your testimony and I hope;I ' 'I ,
f ttlCtS yo ca~ follow, up on som~ of my concerns not fully addres,sef
: by t,he ankJ.ng CommJ.ttee hearlngs. : . i, ~
\ : " I
I ; ," I

[ : I ppreciate the efforts of the Securities o,nd Exchange ~ i

[Commiss'on (SEC) to control abusive short selling practices. As[
1a resul 'of Regula.tion SHO, the names of firms with large amountb.
!of'~nse tIed shares are published on the Thr~6hold Security Li~ti

idaily. This list assists individual inv~stors i~ making informe?
!deci,sio s' about potential manipulation of the market:, and give~s i

fregulat rs and investigators a centralized list of firms with 1 i

!signifi ant numbers of undelivered shares., However, it has come:
i tonty a tention that Regulation SHO may not,be curtailing abus:iv~

lnake,d s art selling practices., . !: i
; ~. Se e:ral of my constituentshave contacted m~ since the SEC I
Iin~iodu e:d Regulation SHOo They have raised: conc'erne about r.

\ pot,e.nti r loopholes in settlement regulations. Luring your ~ i

trecent estimony before the Banking Committee, Chairman Bennett'

!as~~d y u about the ability of brokerage house~ to shuttle!
:unse.ttl d sharesevery 13 days in order to, avoidsettlingthe t j

iboiiowe shorted shares. Due to time constraint~ at the hearipgj
Ith~ ~om ~~tee did not receive a complete answer. This issue i~ i

iwo~thy ,f a full response. : ~ i
I' i' . ,;~ I

I" . ; ,

i ; Ad i~ionally,my constituentshave expressed cOncern abou~ ;

: SEG enf,rcement of Regulation SHO. While the Thr,eshold Security:
,

I .' I
I ' :;.
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Listpu.licizes securities that might have been m~nipulated, I~a~, , , . . . ,. I
co~cern d.that some aecurltles repeatedly appear on the 11St. ! I

Wha:tst P!3is the SEC tak.ingto investigate' trading practices !1 ;
tha.t re u~t in vast qU,mtities of unsettled: shares, and to pun,tsij. ..1 .
th~se p ople who violate SEC naked short selling regulations? 1 !

,Wha.t, is the SEC doingl:o ensure that the Dep~sitory Trust & !;
fCle;arin

~

.Corporation (;)TCC) is complying witl1 Regu~atio~ ~HO, *nq

what'ac .10ns does the SEC undertake when the .DTCC ldentlfles I .
lar'ge q antities of sh.:tresthat have not been delivered? ;

J ! ; . (
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is important that the SEC identify anuses and prevent r

t~ve naked short selling practices 'that undermine fait6

arket.. Thank.. yo.u for your attentiQ~~tQ this :matter. i

w~rd to your timely response.

Sincerely,

~~~
Richard J. Durbin

United States. Senator

~
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